
S. Hrg. 104-869, VOL. XX 

MINORITY DOCUMENT PRODUCTION 


— 

Y 4. B 22/3: S. HRG. 104-869/ 
IV. 20 


HEARINGS 

BEFORE THE 

SPECIAL COMMITTEE TO INVESTIGATE 
WHITEWATER DEVELOPMENT CORPORATION 
AND RELATED MATTERS 

ADMINISTERED BY THE 

COMMITTEE ON 

BANKING, HOUSING, AND URBAN AFFAIRS 
UNITED STATES SENATE 

ONE HUNDRED FOURTH CONGRESS 

FIRST SESSION 

VOLUME XX 

ON 

DOCUMENT PRODUCTION 
IN RESPONSE TO S. RES. 120 


Printed for the use of the Committee on Banking, Housing, and Urban Affairs 



% 


25 


^ > **• 


- 


$98 






>• u 


J 








S. Hrg. 104-869, Vol. XX 

MINORITY DOCUMENT PRODUCTION 


HEARINGS 

BEFORE THE 

SPECIAL COMMITTEE TO INVESTIGATE 
WHITEWATER DEVELOPMENT CORPORATION 
AND RELATED MATTERS 

ADMINISTERED BY THE 

COMMITTEE ON 

BANKING, HOUSING, AND URBAN AFFAIRS 
UNITED STATES SENATE 

ONE HUNDRED FOURTH CONGRESS 

FIRST SESSION 

VOLUME XX 

ON 

DOCUMENT PRODUCTION 
IN RESPONSE TO S. RES. 120 


Printed for the use of the Committee on Banking, Housing, and Urban Affairs 



U.S. GOVERNMENT PRINTING OFFICE 
41-390 CC WASHINGTON : 1997 


For sale by the U.S. Government Printing Office 
Superintendent of Documents, Congressional Sales Office, Washington, DC 20402 

ISBN 0-16-055622-8 


SPECIAL COMMITTEE TO INVESTIGATE WHITEWATER 
DEVELOPMENT CORPORATION AND RELATED MATTERS 


ALFONSE M. D’AMATO, New York, Chairman 


RICHARD C. SHELBY, Alabama 
CHRISTOPHER S. BOND, Missouri 
CONNIE MACK, Florida 
LAUCH FAIRCLOTH, North Carolina 
ROBERT F. BENNETT, Utah 
ROD GRAMS, Minnesota 
PETE V. DOMENICI,* New Mexico 
ORRIN G. HATCH, Utah 
FRANK H. MURKOWSKI, Alaska 


PAUL S. SARBANES, Maryland 


CHRISTOPHER J. DODD, Connecticut 
JOHN F. KERRY, Massachusetts 


RICHARD H. BRYAN, Nevada 
BARBARA BOXER, California 


CAROL MOSELEY-BRAUN, Illinois 


PATTY MURRAY, Washington 
PAUL SIMON, Illinois 


Howard A. Men ell, Staff Director 
Robert J. Giuffra, Jr., Chief Counsel 
Philip E. Bechtel, Deputy Staff Director 
Steven B. Harris, Democratic Staff Director and Chief Counsel 

Michael Chertoff, Special Counsel 
Richard Ben-Veniste, Democratic Special Counsel 
Alice S. Fisher, Deputy Special Counsel 
LOUIS J. Gicale, Deputy Special Counsel 
Everett C. Johnson, Jr., Deputy Special Counsel 
James B. Comey, Deputy Special Counsel 
Neal E. Kravitz, Democratic Principal Deputy Special Counsel 
Lance Cole, Democratic Deputy Special Counsel 

Steven Bankler, Investigative Accountant 
H. Christopher Bartolomucci, Associate Special Counsel 
Gabriel Berg, Democratic Legal Intern 
Julius J. Bonavolanta, Special Investigator 
Mark J. Brenner, Assistant Special Counsel 
Robert H. Buchanan, Staff Intern 
David Carle, Democratic Press Secretary 
William S. Castle, Senior Investigator 
Lori A. Conlon, Administrative Assistant 
Vincenzo A. DeLeo, Special Investigator 
Viet D. Dinh, Associate Special Counsel 
Douglas A. Epstein, Democratic Counsel 
Christopher Farro, Staff Intern 
Steven H. Fromewick, Democratic Assistant Special Counsel 
Sophia Hardy, Democratic Intern 
Nguyen-Hong Hoang, Democratic Legal Intern 
David Kaufman, Staff Intern 
David M. Luna, Democratic Law Clerk 
Joseph Mitchell, Staff Intern 
Timothy P. Mitchell, Democratic Professional Staff Member 
Michael P. O’Callaghan, Associate Special Counsel 
Richard J. O’Connell, Special Investigator 
James S. Portnoy, Democratic Associate Special Counsel 
James F. Redfern, Special Investigator 
ANDREW M. Schauer, Democratic Assistant Special Counsel 
Jennifer M. Swartz, Senior Investigator 
Megan H. Tinker, Senior Investigator 
Amy R. Wendt, Democratic Staff Assistant 
Jeffrey H. Winter, Democratic Special Assistant 
Stephanie H. Womack, Democratic Special Assistant 


♦Appointed to replace Senator Bill Frist pursuant to S. Res. 184 (October 12, 1995). 


(II) 


Ill 


Peter C. Barrett, Staff Assistant 
Yael Belkind, Democratic Staff Assistant 
Sloan Deerin, Staff Assistant 
Mitchell Feuer, Democratic Counsel 
Emily L. Frydrych, Assistant to the Democratic Staff Director 
Martin J. Gruenberg, Democratic Senior Counsel 
Mark D. Hoffman, Executive Assistant to the Staff Director 
Glenn Ivey, Democratic Counsel 
Joseph A. Jiampietro, Counsel 

Joseph R. Kolinski, Chief Clerk /Computer Systems Administrator 
Andrew Lowenthal, Democratic Professional Staff Member 
Doris R. Mahoney, Executive Assistant 
Charles Marr, Democratic Professional Staff Member 
E. Richard Mills, Press Secretary 
Joseph N. Mondello, Jr., Counsel 
Patrick A. Mulloy, Democratic Chief International Counsel 
Douglas R. Nappi, Counsel 

Lendel Porterfield, Financial Institutions Subcommittee Staff Director 
Amy C. Randel, Democratic Staff Assistant 
Sarah Bloom Raskin, Democratic Counsel 
Madelyn Simmons, Professional Staff Member 
Paul Weech, Professional Staff Member 

Edward M. Malan, Editor 
George E. Whittle, Editor 
Irene C. Whiston, GPO Editorial Assistant 
Donna Lee Krause, GPO Editorial Assistant 





CONTENTS 


VOLUME XX 


(Endnote materials not contained in these volumes can be found in previously 
published materials of the Committee — Hearings , Reports, or Depositions.) 
(Hearing citations are based on court reporters original transcripts.) 


FOSTER PHASE 

ENDNOTES FROM PAGES 625-668 


Endnote Page 

S. Res. 120 1 

(52) Document Z 000598; White House Entrance/Exit Log for Mr. 26 

Foster’s Office; O’Neill, July 26, 1995, Hearing, p. 24. 

(67) Letters to Judge Starr from Michael Chertoff and Richard Ben- 27 

Veniste, Special Counsels, Special Whitewater Committee [not 
numbered]; July 11 and July 18, 1995. 

(69) Letters to Chairman Alfonse M. D’Amato and Senator Paul S. 30 

Sarbanes from Judge Starr [not numbered]; July 19 and Au- 
gust 3, 1995. 

(383) Document ST 0000032; Susan Thomases’ Notes of Conversation 35 

with Webb Hubbell regarding “Hillary Rodham Clinton’s Time 
Records”. 

(390) Letter to Robert J. Giuffra, Jr., Chief Counsel, Special White- 36 

water Committee from John Collingwood, Inspector in Charge, 


Office of Public and Congressional Affairs, Federal Bureau of 
Investigation [not numbered]. 


WASHINGTON PHASE 

ENDNOTES FROM' PAGES 419-460 


Endnote 

(1) Documents RIO 492-493; Memorandum from Jean Brennan 40 

[Lewis] to Clark Walton regarding “Referral Schedule,” De- 
cember 11, 1991. 

(5) See endnote 1. 

(8) See endnote 1. 

(9) See endnote 1. 

(13) See endnote 1. 

(24) Documents FBI 1529-1533; Telephone Call from Jean Brennan 42 

[Lewisl to Steven Irons, August 1992. 

(V) 


Endnote 


VI 


Page 

(25) Documents OIC 1124, FBI 1526; Steven Irons’ Handwritten 47 

Notes from August 1992 Telephone Conversation with Jean 
Brennan [Lewis]; Irons, December 5, 1995, Hearing, pp. 145- 
146. 

(30) Document DOJ 6694; Transmission of Criminal Referral by Jean 48 

Brennan [Lewis] to the U.S. Attorneys Office and the FBI in 
Little Rock, September 1, 1992. 

(31) See endnote 30. 

(32) Document DOJ 7041-7045; Memorandum from Mark MacDougal 69 

to Gerald McDowell, Chief, Fraud Section, February 23, 1993. 

(36) See endnote 32. 

(38) Document FBI 986-996; at FBI 992, Teletype from the FBI Lit- 74 

tie Rock to FBI Headquarters, October 7, 1992. 

(47) Document FBI 1527; Steven Irons’ Telephone Record ChronoL 86 

ogy; Irons, December 5, 1995, Hearing, p. 149. 

(48) Document OIC 1123; Message Routing Slip, September 9, 1992 .. 89 

(49) See endnote 47. 

(50) Document OIC 1134; Steven Irons’ Notes from September 18, 90 

1992. Document FBI 1534; Steven Irons’ Telephone Record 
Chronology. 

(56) See endnote 47. 

(62) Documents FBI 1000-1001; Letter from Charles Banks to Don 92 

Pettus, October 16, 1992. 

(63) See endnote 62. 

(75) The 1992 Campaign: White House; White House “Funnel” Di- 94 

rects Aid to States With Primaries Nearing, The New York 
Times, March 10, 1992, p. Al, Robert Pear. 

(76) Public Papers of the President, Appointment of Edith E. Holiday 98 

as Assistant to the President and Secretary of the Cabinet, 

June 4, 1990, Edith Holiday. 

(87) Documents FBI 523-525; Teletype from FBI Headquarters to 99 

FBI Little Rock, October 9, 1992. 

(88) Documents FBI 526-528; Teletype from FBI Little Rock to FBI 102 

Headquarters, October 16, 1992. 

(91) Clinton’s Passport Files Missing Several Pages; FBI Reportedly 105 

Probes Possible Tampering, The Washington Post, October 5, 

1992, p. A7, Gary Lee. 

(92) Documents DOJ 06686—06687; Letter from Charles Banks to 106 

Donna Henneman, DOJ Executive Office of the U.S. Attor- 
neys, January 27, 1993. 

(94) Document DOJ 06675; Handwritten Entry on Cover Memoran- 108 

dum, June 8, 1993. 

(95) Document DOJ 00676; Memorandum from John Keeney to Doug- 109 

las Frazier, March 19, 1993. 

(98) See endnote 1. 

(99) Documents FBI 529-530; Teletype from FBI Little Rock to FBI 110 

Headquarters, October 26, 1992; Irons, December 5, 1995, 

Hearing, p. 162. 

(100) See endnote 88. 

(116) United States v. Hale , No. LR-CR-93-147, pp. 13, 22-23 (E.D. 113 

Ark., March 22, 1994); Transcript of Plea Proceedings. 

(117) “Small Business Administration: Inadequate Oversight of Cap- 116 

ital Management Services, Inc. — an SSBIC.” U.S. General Ac- 
counting Office, GAO/OSI-94-23, March 21, 1994, p. 3. 


Endnote 


VII 


Page 

(143) Documents TH0704-0709; RTC Memorandum from RTC Direc- 117 

tor James Dudine and 3 Assistant General Counsels to all 
RTC Department Heads, PLS, and Other Officials, regarding 
“New RTC Policy Concerning Making Criminal Referrals to 
the Department of Justice and Other Agencies” [emphasis 
added], June 17, 1993; Yanda, November 30, 1995, Hearing, p. 

13; Thompson, October 24, 1995, Deposition, p. 47. 

(174) Letter from Alyson Kaufman of Office Depot to Joseph Kolinski, 126 

Chief Clerk, U.S. Senate, December 6, 1995; and Attached 
Copies of Sales Receipt dated January 17, 1994 [not num- 
bered]. 

(182) See endnote 143. 

(234) Clintons’ Former Real Estate Firm Probed; Federal Inquiries 130 

Focus on Financial Activities of Other Arkansans, The Wash- 
ington Post, November 2, 1993, p. Al, M. IsikofT, S. Schneider; 

U.S. Investigating Clinton’s Links to Arkansas S&L, The New 
York Times, November 2, 1993, p. A20, J. Gerth, S. Engelberg; 

U.S. Probes S&L Loans and 1985 Check to Clinton, The Wall 
Street Journal, November 2, 1993, p. A16. 

(235) Open Up on Madison Guaranty, The New York Times, December 141 

20, 1993. 

(236) See endnote 235. 

(244) Document S 020575; Gearan’s Meeting Notes, January 7, 1994; 142 

Gearan, February 6, 1996, Hearing, p. 156. 

(247) Document S 20589; Memorandum for Circulation from Jake Sie- 152 

wart, regarding “Preferred Stock,” January 11, 1994; Gearan, 

February 15, 1996, Hearing, pp. 49, 51. 

(248) See endnote 247. 

(249) See endnote 247. 

(250) See endnote 247. 

(254) See endnote 244. 

(255) See endnote 244. 


(261) Arkansas Regulator Says She Was Approached About Backing 154 

Clinton, Associated Press, February 11, 1996, Larry Margasak. 

(264) Report to the Secretary of the Treasury from the Office of Gov- 157 

emment Ethics, July 31, 1994, p. 3. 

(290) Document 06083; Switzer’s Notes, July 6, 1994 158 

(293) Transcript of Cutler’s White House Briefing, Federal News Serv- 159 

ice, June 30, 1994, p. 4. 

(311) Letter from Stephen McHale to Jane Sherburne, July 23, 1994 ... 160 

(312) Letter from Lloyd Cutler to Chairman Riegle, August 3, 1994 161 

(313) Starr Investigates Behind-the-Scenes Maneuvering During Eth- 163 

ics Probe, Associated Press, May 8, 1995. 

(314) See endnote 313. 

(323) U.S. is Asked to Probe Failed Arkansas S&L; RTC Questions 166 

Thrift’s Mid-1980’s Check Flow, The Washington Post, October 
31, 1993, p. Al, Susan Schmidt. 

(324) Clintons’ Former Real Estate Firm Probed; Federal Inquiries 170 

Focus on Financial Activities of Other Arkansans, The Wash- 
ington Post, November 2, 1993, p. Al, M. IsikofT, S, Schneider; 

U.S. Steps up Investigations in Arkansas: Justice Dept. Names 
3 as Prosecution Team, The Washington Post, November 10, 

1993, p. Al; Dealings of Clinton Partners Were Referred to 


Justice Department in 1992, The Washington Post, November 
11, 1993, p. A3. 

(325) U.S. Investigating Clinton’s Links to Arkansas S&L, The New 180 
York Times, November 2, 1993, p. A20, Jeff Gerth and S. 
Engelberg. 


Endnote 


VIII 


Page 

(349) Document 6890; Memorandum from Jean Hanson to Robert 184 

Cesca, June 27, 1994. 

(351) Letter from Stephen Potts to Charles T. Canady, August 4, 1994 185 

(356) Document 000141; Talking Points for Roger Altman: Informa- 220 

tional Meeting with Mack McLarty, February 2, 1994. 

(360) Altman Lied About Probe Contacts, GOP Senators Say, The Los 221 

Angeles Times, July 30, 1994, Michael Ross and Sara Fritz. 


ARKANSAS PHASE 

ENDNOTES FROM PAGES 466-612 


Endnote 

(17) Documents DKSN 026137-026148; Arkansas Development Fi- 224 

nance Authority, Bond Underwriters, Bond Counsel & Special 
Tax Counsel. 

(28) Documents DKSN 026171-026172; ADFA and AHDA Use of 236 

Professional Firms as Underwriters and Bond Counsel. 

(78) See endnote 28. 

(81) Documents DKSN 026475-026476; Letter from Dan Lasater to 238 

Bill Clinton with Resume of Donald M. Spears, January 4, 

1985. 

(82) Documents DKSN 026450-026452; Current Members of Board 240 

053 Arkansas Development Finance Authority, January 24, 

1986. 

(83) Document DKSN 026582; Letter from Patsy L. Thomasson to 243 

Bill Clinton, April 3, 1985. 

(83) Document DKSN 026581; Letter from Bill Clinton to Patsy L. 244 

Thomasson, April 5, 1985. 

(85) See endnote 82. 

(86) Document DKSN 0267451; Letters from David A. Collins to Bill 245 

Clinton, March 31, 1983. 

(89) Documents DKSN 026609, 026606, and 026616; Letters from 246 

Dan Lasater to Bill Clinton, May 1, 1985. 

(90) Documents DKSN 026608, 026605, and 026615; Letters from Bill 249 

Clinton to Dan Lasater, May 23, 1985. 

(91) See endnote 82. 

(94) Document DKSN 026397; Recommendations for Arkansas Devel- 252 

opment Finance Authority. 

(98) Document DKSN 017816; Arkansas State Police Communication 253 

Systems Financing Alternatives, October 1, 1984. 

(114) Documents DKSN 018193-018199; Arkansas Act 817 signed by 254 

Governor Clinton on April 4, 1985. 

(119) Document DKSN 027584; Minutes of the Arkansas State Police 261 

Commission Meeting, April 4, 1985. 

(120) Document DKSN 001396; Minutes of the Financial Screening 262 

Committee Meeting, May 3, 1985. 

(127) Documents DKSN 001407-001422; State Police Proposal Analy- 263 

sis, May 9, 1985. 

(134) Documents DKSN 001392-001394; Minutes of the Arkansas 279 

State Police Commission Meeting, May 10, 1985. 

(135) See endnote 134. 

(136) See endnote 114. 

(137) Document DKSN 027248; Minutes of the Communications Study 282 

Committee Meeting, July 10, 1985. 


Endnote 


IX 


Page 

(139) Document DKSN 017636; Testimony Links Cocaine Use, Law- 283 

makers’ Offspring at Trial, Arkansas Democrat-Gazette, Feb- 
ruary 27, 1985. 

(142) Memorandum from Investigator Don Birdsong to Sergeant Dar- 284 

rell Stayton regarding “Congressional Subpoena,” April 22, 

1996. 

(157) See endnote 114. 

(162) Document DKSN 027162; Memorandum from Michael Gaines to 285 

Betsy Wright, May 1, 1985. 

(166) Memorandum from Michael Drake to Dan Lasater, George 286 

Locke, and Dan Moudy regarding “State Police Communica- 
tions Financing,” April 30, 1985. 

(193) Document 1018026; Memorandum to File from John Mitchell, 289 

April 3, 1985. 

(194) Document 0000863; Memorandum from Jim McDougal to John 291 

Latham, April 18, 1985. 

(195) Document RS 000684; Memorandum from Davis Fitzhugh to 292 

John Latham regarding “Statutes on Issuance of Preferred 
Stock,” April 16, 1985. 

(196) Document RS 000700; Handwritten Notes from Charles Handley 294 

to Beverly Bassett concerning “Can a State Chartered Savings 
& Loan Association Issue Preferred Stock,” April 3, 1985. 

(198) See endnote 196.. 

(202) Statement of Richard Massey to the RTC, June 15, 1996, p. 3 297 

(211) Documents 9179-9180C; Letter from J. Giroir, Rose Law Firm, 309 

to James B. McDougal, October 10, 1983, attaching a Decem- 
ber 23, 1981 Statement for Total Fees and Costs of $5,893.63. 

(Note: statement date may be incorrect as the statement indi- 
cates that it is for legal services through May 15, 1982.) A 
Madison Bank General Ledger Debit Ticket reflects a $5,000 
Payment on October 23, 1984; and Document RS 002905- 
002907, Rose Law Firm Fee Credit Reports for November 1984. 

(212) See endnote 211. 

(224) FDIC Letter from Alice Goodman to Chairman Alfonse D’Amato 324 

and Senator Paul Sarbanes, attaching billing statement sub- 
mitted to the RTC by Pillsbury Madison & Sutro, April 30, 

1996. 

(225) See endnote 224. 

(235) Fallout From Collapse of S&L Shadows Clinton, The Los Ange- 326 
les Times, November 7, 1993, William C. Rempel and Douglas 
Frantz. 

(239) See endnote 235. 

(246) See endnote 196. 

(250) See endnote 195. 

(256) Document RLF1 03182; Letter from Rose Law Firm to Charles 331 

Handley regarding “Authorization and Issuance of a Class of 
Preferred Stock by Madison Guaranty, a Saving and Loan 
Chartered under the Laws of the State of Arkansas,” April 30, 

1985. 

(257) Document RLF1 03185; Letter from Charles Handley to Beverly 333 

Bassett Schaffer regarding “April 30, 1985 Rose Law Letter to 
Charles Handley,” May 6, 1985. 

(258) Document RLF1 03184; Letter from Beverly Bassett to Hillary 334 

Rodham Clinton regarding “Authorization and Issuance of a 
Class of Preferred Stock by Madison Guaranty,” May 14, 1985. 

(260) Document 0000084; Letter from Richard Massey to Charles 335 

Handley and Attachments, May 14, 1985. 


Endnote 


X 


(261) 


(262) 

(263) 

(264) 


(265) 

(266) 


(267) 

(268) 


(269) 

(270) 


(271) 

(272) 


(273) 


(274) 

(275) 


(276) 

(277) 

(278) 


(279) 

(280) 


(281) 

(282) 


Page 

Documents RS 000593-000594; Letter from Charles Handley to 347 
Beverly Bassett and Nancy Jones regarding “Application by 
Madison Guaranty Savings & Loan Association to Form a Sec- 
ond-Tier, Wholly-Owned Service Corporation which would En- 
gage in the Securities Broker-Dealer Business,” May 22, 1985. 

See endnote 261. 

See endnote 261. 

Document RS 000545; Letter from Richard Massey to Beverly 349 
Bassett, Nancy Jones, and Charles Handley regarding “Appli- 
cation by Madison Guaranty Savings & Loan to Engage in 
Brokerage Activities,” June 17, 1985. 

See endnote 264. 

Document RIC 0392; Letter from Charles Handley to Beverly 351 
Bassett and Nancy Jones regarding “Application by Madison 
Guaranty Savings & Loan Association to Form a Second-Tier, 
Wholly-Owned Service Corporation which would Engage in the 
Securities Broker-Dealer Business,” June 18, 1995. 

See endnote 266. 

Document RS 000502-000503; Letter from Richard Massey to 353 
Beverly Bassett, Nancy Jones, and Charles Handley regarding 
“Application by Madison Guaranty Savings & Loan Associa- 
tion to Engage in Brokerage Activities,” July 10, 1985. 

See endnote 268. 

Document RIC 039348; Letter from Charles Handley to Beverly 355 
Bassett and Nancy Jones regarding “Application by Madison 
Guaranty Savings & Loan Association to form a Second-Tier, 
Wholly-Owned Service Corporation which would Engage in the 
Securities Broker-Dealer Business,” July 17, 1995. 

See endnote 270. 

Documents RLF1 03513-03514; Letter from Richard Massey to 357 
Beverly Bassett, Nancy Jones, and Charles Handley regarding 
“Application by Madison Guaranty Savings & Loan Associa- 
tion to Engage in Brokerage Activities,” July 25, 1985. 

Documents RIC 039380-039381; Letter from Charles Handley to 359 
Beverly Bassett and Nancy Jones regarding “Application by 
Madison Guaranty Savings & Loan Association (“Association”) 
to act as Broker/Dealer through a Service Corporation,” July 
27, 1985. 

See endnote 273. 

Document RLF2 03492; Letter from Richard Massey to Beverly 361 
Bassett regarding “Madison Guaranty Savings & Loan Appli- 
cation to Engage in Brokerage Activities,” September 9, 1985. 

See endnote 275. 

See endnote 275. 

Documents RLF1 03174-03175; Handwritten Memorandum from 363 
Charles Handley to Beverly Bassett regarding “Madison S&L’s 
Application to Engage in Brokerage Activities,” September 12, 

1985. 

See endnote 278. 

Document RLF1 03178; Letter from Beverly Bassett to Richard 365 
Massey regarding “Madison Guaranty Savings & Loan Appli- 
cation to Engage in Brokerage Activities,” October 17, 1985. 

See endnote 280. 

Document RS 000648; Letter from Charles Handley to Richard 366 
Massey regarding “Madison Guaranty Savings & Loan Asso- 
ciation (“Madison”), December 9, 1985. 


Endnote 


XI 


Page 

(283) Documents RS 000646-000647; Letter from Richard Massey to 367 

Beverly Bassett and Charles Handley regarding “Madison 
Guaranty Savings & Loan Association (“Madison”) Application 
to Engage in Brokerage Activities (“Application”),” December 

18, 1985. 

(284) Documents KF 0435-0442; Minutes regarding “Board of Direc- 369 

tors Meeting at the Federal Home Loan Bank of Dallas,” July 
11, 1986. 

(285) See endnote 284. 

(286) See endnote 284. 

(287) See endnote 284. 

(288) CNN Interview of Walter Faulk, April 28, 1994 377 

(292) Documents CCBW-884-887; Note to Sam Bratton regarding 389 

“Madison Guaranty.” Documents DEK 218778-218780; June 

19, 1986, FHLBB Letter from Walter Faulk to Board of Direc- 
tors, Madison Guaranty Savings & Loan Association regarding 


“Examination of Madison Guaranty's Financial Condition and 
Operating Practices,” July 2, 1986. 

(293) See endnote 292. 

(297) See endnote 292. 

(304) Documents 5000326-5000327; Letter from Beverly Bassett to 396 

Stewart Root, Director, Federal Savings & Loan Insurance 
Corporation regarding “Insolvent State-Chartered Savings & 

Loan Associations,” December 10, 1987. 

(307) See endnote 288. 

(311) Schaffer, January 25, 1996, Hearing, pp. 54-57 400 

(313) 50 Fed. Reg. 20550 (1985). Effective Date: December 5, 1984 404 

(328) Document SW 1-004; Letter from Jim McDougal to Seth Ward re- 423 

garding “Industrial Property,” September 3, 1985. 

(329) See endnote 328. 

(333) Documents SEN 21633-21648; Pillsbury Madison & Sutro Inter- 426 


view of Don Denton, April 28, 1994, p. 8 (Memorandum from 
Gary Davidson for File dated June 1, 1994); See also Two 
FDIC Memorandum of Interviews of Don Denton dated June 
3, 1996 (should be 1986) and June 11, 1986. 

(341) See endnote 328. 

(343) See endnote 328. 

(344) Document SW1-005; Final Agreement, September 24, 1985 458 

(345) See endnote 333. 

(346) See endnote 333. 

(350) FDIC, Office of Inspector General, Interview of James T. Clark, 463 

June 10, 1996. 

(357) See endnote 344. 

(358) See endnote 344. 

(360) Document SW 1-040; Seth Ward Application for Loan No. 2962- 476 

50, October 15, 1985. 

(363) Documents DD00000020-00000021; $400,000 Loan Agreement, 477 

March 31, 1986. 

(364) See endnote 363. 

(365) See endnote 363. 

(366) See endnote 363. 

(368) See endnote 333. 

(369) See endnote 333. 

(370) Document DD00000031; Board Resolution, April 4, 1986 482 

(371) See endnote 333. 

(373) See endnote 333. 

(375) See endnote 333. 


Endnote 


XII 


Page 

(377) Document DD000000241; Telephone Message from “Sandra of 498 

Hillary Clinton’s Office,” Denton’s Notes. 

(378) See endnote 377. 

(379) See endnote 333. 

(380) See endnote 333. 

(381) See endnote 333. 

(382) See endnote 333. 

(383) See endnote 333. 

(384) See endnote 333. 

(385) See endnote 333. 

(386) See endnote 333. 

(387) See endnote 377. 

(390) See endnote 363. 

(391) See endnote 363. 

(392) See endnote 363. 

(393) See endnote 370. 

(394) See endnote 370. 

(395) See endnote 333. 

(439) Document MG-000555; Letter from Jim McDougal to Seth Ward, 501 

November 20, 1985. 

(440) See endnote 439. 

(453) Document 0000090; Memorandum from Richard Donovan to Hil- 503 

lary Rodham Clinton regarding “Wet/Dry Issue,” January 3, 

1986. 

(455) See endnote 453. 

(456) See endnote 453. 

(457) See endnote 453. 

(458) See endnote 453. 


(459) Document RLF2 02988; Note from Hillary Rodham Clinton to 509 

Richard Massey regarding “Meeting with Seth Ward”. 

(464) Document RLF2 02968; Memorandum from Rick Donovan to 510 

Becky Arnold regarding “Research in the Pulaski County 
Court Clerk’s Office on ‘Wet/Dry’ Issue,” January 16, 1986. 

(466) Document RLF2 02965; Follow-up Memorandum from Rick Don- 511 

ovan to Hillary Rodham Clinton regarding “Wet/Dry Issue,” 

January 23, 1986. 

(467) See endnote 466. 

(468) Document 000090; Memorandum from Jim McDougal to Jim 513 

Guy Tucker, February 7, 1986. 

(474) Documents RLF2 02932-02943; Memorandum from Rick Dono- 514 

van to Hillary Rodham Clinton regarding “Madison Guaranty 
Savings & Loan/IDC,” February 17, 1986. 

(475) See endnote 474. 

(476) See endnote 474. 

(477) Documents RS 000941-000944; Memorandum from Rick Dono- 526 


van to Hillary Rodham Clinton regarding “Madison Guaranty 
Savings & Loan/IDC,” March 4, 1986. 

(478) See endnote 477. 

(479) See endnote 477. 

(480) See endnote 477. 

(484) See endnote 468. 


Figure cited on p. 489 of the Final Report 530 

Footnote at pp. 582-583 of the Final Report 533 

(499) Whitewater Juror Says Clinton Was “Magnificent,” Reuters, May 536 

29, 1996; Jurors Say Clinton Testimony Was Credible, But In- 
cidental, The New York Times, May 30, 1996, p. Al, Stephen 
Labaton. 

(500) Juror Says There Is No Evidence That Clinton At Fault in 540 

Whitewater, Associated Press, May 29, 1996. 


XIII 


Endnote Page 

(501) ABC “Nightline,” May 28, 1996 542 

(502) CNN “Inside Politics,” May 29, 1996 548 

(505) FBI Form FD-302 for Interview of David Hale, October 10, 552 

1989, pp. 1-2. 

(506) See endnote 505. 

(523) United States v. McDougal, LR-CR-95-173 (E.D. Ark., April 5, 555 

1996), pp. 3732-3734; James Stewart, “Blood Sport,” pp. 47, 

313-314. 

(525) United States v. McDougal , LR-CR-95-173 (E.D. Ark., April 5, 558 

1996), pp. 4069-4070; James Stewart, “Blood Sport,” pp. 316- 
318. 

(528) Affidavit of Joseph (Mike) Narisi, June 13, 1996, p. 1 560 

(531) NBC Interview of David Hale, 2 of 4, November 4, 1993, pp. 8- 562 

11 . 

(539) Letter from Robert Fiske to Randy Coleman, March 19, 1994 566 

(541) See endnote 539. 

(542) See endnote 539. 

(543) United States v. Hale , LR-CR-93-147 (E.D. Ark., March 22, 570 

1994), p. 14. 

(544) See endnote 543. 

(550) United States v. Hale , LR-CR-93-147(l) (E.D. Ark., March 25, 571 

1996), p. 7. 

(553) United States v. Hale , LR-CR-93-147 (E.D. Ark., March 22, 572 

1994), p. 1. 

(562) While Starr Tackles Hale, Arkansas Democrat-Gazette, Novem- 578 

ber 20, 1995, Jonathan Weil. 

(563) See endnote 562. 

(564) See endnote 562. 

(565) Stodola still wants Hale Tried on State Charges, Arkansas Dem- 582 

ocrat-Gazette, May 30, 1996, Grant Tennille; Letter from Mark 
Stodola to Kenneth Starr, February 13, 1996, pp. 1-3. 

(567) Hale Hit with $468,496 Judgment, Arkansas Democrat-Gazette, 583 

May 1991, p. IB, George Wells. 

(568) Character Witnesses, The Arkansas Times, March 1996, pp. 1-4, 585 

John Haman. 

(569) CNN Interview of David Hale, November 24, 1993, pp. 18-19 589 

(570) CNN Interview of David Hale, November 24, 1993, pp. 22-25 591 

(571) NBC Interview of David Hale, 1 of 4, November 4, 1993, pp. 26- 596 

27. 

(576) See endnote 505. 

(578) Document BL 11721; Lindsey’s Notes of September 20, 1993 598 

Meeting with Gerth. Document S 020300; Gearan’s Notes of 
September 20, 1993 Meeting with Gerth. 

(581) NBC Interview of David Hale, 1 of 4, November 4, 1993, pp. 11- 600 


12 . 

(586) See endnote 502. 

(587) See endnote 501. 

(588) See endnote 499. 

(589) See endnote 500. 

(590) See endnote 500. 

(591) Jury Saved Hardest For Last, Arkansas Democrat-Gazette, May 602 

30, 1996, Julian E. Barnes. 

(593) CNN Interview of David Hale, November 24, 1993, pp. 33 603 

(598) Document DKSN 012983; Governor’s Mansion Log 604 


Endnote 

(599) 

(601) 

(602) 

(603) 

(604) 
(608) 

(609) 


XIV 


Page 

Document DKSN 013423; Memorandum from Jim McDougal to 605 
Governor Clinton regarding “Problems with Sanitation Depart- 
ment,” January 18, 1986. Document DKSN 013418; Memoran- 
dum from Janice Choate to Governor Clinton regarding “Jim 
McDougal,” January 30, 1986. 

Letter from Theodore B. Olsen to Michael Chertoff and Richard 607 
Ben-Veniste, Special Counsels, Special Whitewater Committee, 

May 23, 1996. 

United States v. North, 910 F.2d 843, pp. 860-861 (D.C. Cir. 609 
1990). 

See endnote 602. 

See endnote 565. 

Letter from John A. Mintz to Chairman Alfonse M. D’Amato and 611 
Senator Paul S. Sarbanes, June 6, 1996. 

Miscellaneous Memorandums dated: December 27, 1995 from 613 
Richard Ben-Veniste and Lance Cole to Michael Chertoff and 
Robert Giuffra regarding “January Deposition Schedule”; Jan- 
uary 3, 1996 from Richard Ben-Veniste, Neal Kravitz, and 
Lance Cole to Michael Chertoff and Robert Giuffra regarding 
“David Hale Documents and Deposition Testimony’; February 
14, 1996 from Richard Ben-Veniste to Michael Chertoff regard- 
ing “David Hale Subpoena”; February 22, 1996 from Richard 
Ben-Veniste to Michael Chertoff regarding “David Hale Testi- 
mony”; February 26, 1996 from Richard Ben-Veniste to Mi- 
chael Chertoff regarding “Majority Staff Memorandum of Feb- 
ruary 23rd regarding David Hale”; and April 29, 1996 from 
Richard Ben-Veniste to Michael Chertoff regarding “David 
Hale Subpoena”. 


Ill 


104th CONGRESS Q flF’C -| f\d\ 

1st Session KIjD. 1 ZU 

Establishing a special committee administered by the Committee on Banking, 
Housing, and Urban Affairs to conduct an investigation involving 
Whitewater Development Corporation, Madison Guaranty Savings and 
Loan Association, Capital Management Services, Inc., the Arkansas De- 
velopment Finance Authority, and other related matters. 


IN THE SENATE OF THE UNITED STATES 

May 17 (legislative day, May 15), 1995 
Mr. D’AmatO (for himself and Mr. Dole) submitted the following resolution; 
which was considered and agreed to 


RESOLUTION 

Establishing a special committee administered by the Com- 
mittee on Banking, Housing, and Urban Affairs to con- 
duct an investigation involving Whitewater Development 
Corporation, Madison Guaranty Savings and Loan Asso- 
ciation, Capital Management Services, Inc., the Arkansas 
Development Finance Authority, and other related 
matters. 

1 Resolved , 

2 SECTION 1. ESTABLISHMENT OF SPECIAL COMMITTEE. 

3 (a) ESTABLISHMENT. — There is established a special 

4 committee administered by the Committee on Banking, 

5 Housing, and Urban Affairs to be known as the “Special 


(1) 


2 


2 

1 Committee to Investigate Whitewater Development Cor- 

2 poration and Related Matters' 1 (hereafter in this resolu- 

3 tion referred to as the “special committee"). 

4 (b) Purposes. — The purposes of the special commit- 

5 tee are — 

6 (1) to conduct an investigation and public hear- 

7 ings into, and study of, whether improper conduct 

8 occurred regarding the way in which White House 

9 officials handled documents in the office of White 

10 House Deputy Counsel Vincent Foster following his 

1 1 death; 

12 (2) to conduct an investigation and public hear- 

13 ings into, and study of, the following matters devel- 

14 oped during, or arising out of, the investigation and 

15 public hearings concluded by the Committee on 

16 Banking, Housing, and Urban Affairs prior to the 

17 adoption of this resolution — 

18 (A) whether any person has improperly 

19 handled confidential Resolution Trust Corpora- 

20 tion (hereafter in this resolution referred to as 

21 the “RTC”) information relating to Madison 

22 Guaranty Savings and Loan Association or 

23 Whitewater Development Corporation, including 

24 whether any person has improperly commu- 
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nicated such information to individuals ref- 
erenced therein; 

(B) whether the White House has engaged 
in improper contacts with any other agency or 
department in the Government with regard to 
confidential RTC information relating to Madi- 
son Guaranty Savings and Loan Association or 
Wliitewater Development Corporation: 

(C) whether the Department of Justice has 
improperly handled RTC criminal referral, re- 
lating to Madison Guaranty Savings and Loan 
Association or Whitewater Development Cor- 
poration; 

(D) whether RTC employees have been im- 
properly importuned, prevented, restrained, or 
deterred in conducting investigations or making 
enforcement recommendations relating to Madi- 
son Guaranty Savings and Loan Association or 
Whitewater Development Corporation; and 

(E) whether the report issued by the Office 
of Government Ethics on July 31, 1994, or re- 
lated transcripts of deposition testimony — 

(i) were improperly released to White 

House officials or others prior to their tes- 
timony before the Committee on Banking, 
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Housing, and Urban Affairs pursuant to 
Senate Resolution 229 (103d Congress); or 
(ii) were used to communicate to 
White House officials or to others con- 
fidential RTC information relating to 
Madison Guaranty Savings and Loan As- 
sociation or Whitewater Development Cor- 
poration; 

(3) to conduct an investigation and public hear- 
ings into, and study of, all matters that have any 
tendency to reveal the full facts about — 

(A) the operations, solvency, and regula- 
tion of Madison Guaranty Savings and Loan 
Association, and any subsidiary, affiliate, or 
other entity owned or controlled by Madison 
Guaranty Savings and Loan Association; 

(B) the activities, investments, and tax li- 
ability of Whitewater Development Corporation 
and, as related to Whitewater Development 
Corporation, of its officers, directors, and 
shareholders; 

(C) the policies and practices of the RTC 
and the Federal banking agencies (as that term 
is defined in section 3 of the Federal Deposit 
Insurance Act) regarding the legal representa- 
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tion of such agencies with respect to Madison 
Guaranty Savings and Loan Association; 

(D) the handling by the RTC, the Office of 
Thrift Supervision, the Federal Deposit Insur- 
ance Corporation, and the Federal Savings and 
Loan Insurance Corporation of civil or adminis- 
trative actions against parties regarding Madi- 
son Guaranty Savings and Loan Association; 

(E) the sources of funding and the lending 
practices of Capital Management Sendees, Inc., 
and its supervision and regulation by the Small 
Business Administration, including any alleged 
diversion of funds to Whitewater Development 
Corporation; 

(F) the bond undenvriting contracts be- 
tween Arkansas Development Finance Author- 
ity and Lasater & Company; and 

(G) the lending activities of Perry County 
Bank, Perrvville, Arkansas, in connection with 
the 1990 Arkansas gubernatorial election; 

(4) to make such findings of fact as are war- 
ranted and appropriate; 

(5) to make such recommendations, including 
recommendations for legislative, administrative, or 
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1 other actions, as the special committee may deter- 

2 mine to be necessary or desirable; and 

3 (6) to fulfill the constitutional oversight and in- 

4 formational functions of the Congress with respect 

5 to the matters described in this section. 

6 SEC. 2. MEMBERSHIP AND ORGANIZATION OF THE SPECIAL 

7 COMMITTEE. 

8 (a) Membership. — 

9 (1) In GENERAL. — The special committee shall 

10 consist of — 

1 1 (A) the members of the Committee on 

12 Banking, Housing, and Urban Affairs: and 

13 (B) the chairman and ranking member of 

14 the Committee on the Judiciary, or their des- 

15 ignees from the Committee on the Judiciary. 

16 (2) Senate rule xxv. — F or the purpose of 

17 paragraph 4 of rule XXV of the Standing Rules of 

18 the Senate, service of a Senator as the chairman or 

19 other member of the special committee shall not be 

20 taken into account. 

21 (b) Organization of Special Committee. — 

22 (1) Chairman. — The chairman of the Commit- 

23 tee on Banking, Housing, and Urban Affairs shall 

24 serve as the chairman of the special committee 
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1 (hereafter in this resolution referred to as the 

2 “chairman”). 

3 (2) Ranking MEMBER. — The ranking member 

4 of the Committee on Banking, Housing, and Urban 

5 Affairs shall serve as the ranking member of the 

6 special committee (hereafter in this resolution re- 

7 ferred to as the “ranking member”). 

8 (3) QUORUM. — A majority of the members of 

9 the special committee shall constitute a quorum for 

10 the purpose of reporting a matter or recommenda- 

1 1 tion to the Senate. A majority of the members of the 

12 special committee, or one-third of the members of 

13 the special committee if at least one member of the 

14 minority party is present, shall constitute a quorum 

15 for the conduct of other business. One member of 

16 the special committee shall constitute a quorum for 

17 the purpose of taking testimony. 

18 (c) Rules and Procedures. — E xcept as otherwise 

19 specifically provided in this resolution, the special commit- 

20 tee's investigation, study, and hearings shall be governed 

21 by the Standing Rules of the Senate and the Rules of Pro- 

22 cedure of the Committee on Banking, Housing, and Urban 

23 Affairs. The special committee may adopt additional rules 

24 or procedures not inconsistent with this resolution or the 

25 Standing Rules of the Senate if the chairman and ranking 
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1 member agree that such additional rules or procedures are 

2 necessary to enable the special committee to conduct the 

3 investigation, study, and hearings authorized by this reso- 

4 lution. Any such additional rules and procedures shall be- 

5 come effective upon publication in the Congressional 

6 Record. 

7 SEC. 3. STAFF OF THE SPECIAL COMMITTEE. 

8 (a) APPOINTMENTS. — To assist the special committee 

9 in the investigation, study, and hearings authorized by this 

10 resolution, the chairman and the ranking member each 

11 may appoint special committee staff, including consult- 

12 ants. 

13 (b) Assistance From the Senate Legal Coun- 

14 SEL. — To assist the special committee in the investigation, 

15 study, and hearings authorized by this resolution, the Sen- 

16 ate Legal Counsel and the Deputy Senate Legal Counsel 

17 shall work with and under the jurisdiction and authority 

18 of the special committee. 

19 (c) Assistance From the Comptroller Gen- 

20 ERAL. — The Comptroller General of the United States is 

21 requested to provide from the General Accounting Office 

22 whatever personnel or other appropriate assistance as may 

23 be required by the special committee, or by the chairman 

24 or the ranking member. 
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1 SEC. 4. PUBLIC ACTIVITIES OF THE SPECIAL COMMITTEE. 

2 (a) lx General. — Consistent with the rights of per- 

3 sons subject to investigation and inquiry, the special com- 

4 mittee shall make every effort to fulfill the right of the 

5 public and the Congress to know the essential facts and 

6 implications of the activities of officials of the United 

7 States Government and other persons and entities with re- 

8 spect to the matters under investigation and study, as de- 

9 scribed in section 1. 

10 (b) DUTIES. — In furtherance of the right of the pub- 

11 he and the Congress to know, the special committee — 

12 (1) shall hold, as the chairman (in consultation 

13 with the ranking member) considers appropriate and 

14 in accordance with paragraph 5(b) of rule XXVI of 

15 the Standing Rules of the Senate, hearings on spe- 

16 cific subjects, subject to consultation and coordina- 

17 tion with the independent counsel appointed pursu- 

18 ant to chapter 40 of title 28, United States Code, 

19 in Division No. 94-1 (D.C. Cir. August 5, 1994) 

20 (hereafter in this resolution referred to as “the inde- 

21 pendent counsel”); 

22 (2) may make interim reports to the Senate as 

23 it considers appropriate; and 

24 (3) shall make a final comprehensive public re- 

25 port to the Senate which contains — 
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1 (A) a description of all relevant factual de- 

2 terminations; and 

3 (B) recommendations for legislation, if 

4 necessary. 

5 SEC. 5. POWERS OF THE SPECIAL COMMITTEE. 

6 (a) In General. — The special committee shall do ev- 

7 erything necessary and appropriate under the laws and the 

8 Constitution of the United States to conduct the investiga- 

9 tion, study, and hearings authorized by section 1. 

10 (b) Exercise of Authority. — The special commit- 

1 1 tee may exercise all of the powers and responsibilities of 

12 a committee under rule XXVI of the Standing Rules of 

13 the Senate and section 705 of the Ethics in Government 

14 Act of 1978, including the following: 

15 (1) Subpoena powers. — To issue subpoenas 

16 or orders for the attendance of witnesses or for the 

17 production of documentary or physical evidence be- 

18 fore the special committee. A subpoena or order may 

19 be authorized by the special committee or by the 

20 chairman with the agreement of the ranking mem- 

21 ber, and may be issued by the chairman or any other 

22 member of the special committee designated by the 

23 chairman, and may be served by any person des- 

24 ignated by the chairman or the authorized member 

25 anywhere within or outside of the borders of the 
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United States to the fall extent permitted by law. 
The chairman, or any other member of the special 
committee, is authorized to administer oaths to any 
witnesses appearing before the special committee. If 
a return on a subpoena or order for the production 
of documentary or physical evidence is incomplete or 
accompanied by an objection, the chairman (in con- 
sultation with the ranking member) may convene a 
meeting or hearing to determine the adequacy of the 
return and to rule on the objection. At a meeting or 
hearing on such a return, one member of the special 
committee shall constitute a quorum. The special 
committee shall not initiate procedures leading to 
civil or criminal enforcement of a subpoena unless 
the person or entity to whom the subpoena is di- 
rected refuses to produce the required documentary 
or physical evidence after having been ordered and 
directed to do so. 

(2) Compensation authority. — To employ 
and fix the compensation of such clerical, investiga- 
tory, legal, technical, and other assistants as the 
special committee, or the chairman or the ranking 
member, considers necessary or appropriate. 
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(3) MEETINGS. — To sit and act at any time or 
place during sessions, recesses, and adjournment pe- 
riods of the Senate. 

(4) Hearings. — To hold hearings, take testi- 
mony under oath, and receive documentary or phys- 
ical evidence relating to the matters and questions it 
is authorized to investigate or study. Unless the 
chairman and the ranking member otherwise agree, 
the questioning of a witness or a panel of witnesses 
at a hearing shall be limited to one initial 30-minute 
turn each for the chairman and the ranking mem- 
ber, or their designees, including majority and mi- 
nority staff, and thereafter to 10-minute turns by 
each member of the special committee if 5 or more 
members are present, and to 15-minute turns by 
each member of the special committee if fewer than 
5 members are present. A member may be permitted 
further questions of the witness or panel of wit- 
nesses, either by using time that another member 
then present at the hearing has yielded for that pur- 
pose during the yielding member’s turn, or by using 
time allotted after all members have been given an 
opportunity to question the witness or panel of wit- 
nesses. At all times, unless the chairman and the 
ranking member otherwise agree, the questioning 
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shall alternate back and forth between members of 
the majority party and members of the minority 
party. In their discretion, the chairman and the 
ranking member, respectively, may designate major- 
ity or minority staff to question a witness or a panel 
of witnesses at a hearing during time yielded by a 
member of the chairman’s or the ranking member’s 
party' then present at the hearing for his or her 
turn. 

(5) Testimony of witnesses. — To require by 
subpoena or order the attendance, as a witness be- 
fore the special committee or at a deposition, of any 
person who may have knowledge or information con- 
cerning any of the matters that the special commit- 
tee is authorized to investigate and study. 

(6) Immunity. — To grant a witness immunity 
under sections 6002 and 6005 of title 18, United 
States Code, provided that the independent counsel 
has not informed the special committee in writing 
that immunizing the witness would interfere with the 
ability of the independent counsel successfully to 
prosecute criminal violations. Not later than 10 days 
before the special committee seeks a Federal court 
order for a grant of immunity by the special commit- 
tee, the Senate Legal Counsel shall cause to be de- 
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livered to the independent counsel a written request 
asking the independent counsel promptly to inform 
the special committee in writing if, in the judgment 
of the independent counsel, the grant of immunity 
would interfere with the ability of the independent 
counsel successfully to prosecute criminal violations. 
The Senate Legal Counsel’s written request of the 
independent counsel required by this paragraph shall 
be in addition to all notice requirements set forth in 
sections 6002 and 6005 of title 18. United States 
Code. 

(7) Depositions. — To take depositions and 
other testimony under oath anywhere within the 
United States, to issue orders that require witnesses 
to answer written interrogatories under oath, and to 
make application for the issuance of letters rogatory. 
All depositions shall be conducted jointly by majority 
and minority staff of the special committee. A wit- 
ness at a deposition shall be examined upon oath ad- 
ministered by a member of the special committee or 
an individual authorized by local law to administer 
oaths, and a complete transcription or electronic re- 
cording of the deposition shall be made. Questions 
shall be propounded first by majority staff of the 
special committee and then by minority staff of the 
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special committee. Any subsequent round of ques- 
tioning shall proceed in the same order. Objections 
by the witness as to the form of questions shall be 
noted for the record. If a witness objects to a ques- 
tion and refuses to answer on the basis of relevance 
or privilege, the special committee staff may proceed 
with the deposition, or may, at that time or at a 
subsequent time, seek a ruling on the objection from 
the chairman. If the chairman overrules the objec- 
tion. the chairman may order and direct the witness 
to answer the question, but the special committee 
shall not initiate procedures leading to civil or crimi- 
nal enforcement unless the witness refuses to answer 
after having been ordered and directed to answer. 

(8) Delegations to staff. — To issue com- 
missions and to notice depositions for staff members 
to examine witnesses and to receive evidence under 
oath administered by an individual authorized by 
local law to administer oaths. The special committee, 
or the chairman with the concurrence of the ranking 
member, may delegate to designated staff members 
of the special committee the power to issue deposi- 
tion notices authorized pursuant to tills paragraph. 

(9) Information from other sources. — To 
require by subpoena or order — 
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(A) any department, ageney, entity, officer, 
or employee of the United States Government; 

(B) any person or entity purporting to act 
under color or authority of State or local law; 
or 

(C) any private person, firm, corporation, 
partnership, or other organization; 

to produce for consideration by the special commit- 
tee or for use as evidence in the investigation, study, 
or hearings of the special committee, any book, 
check, canceled check, correspondence, communica- 
tion, document, financial record, paper, physical evi- 
dence, photograph, record, recording, tape, or any 
other material relating to any of the matters or 
questions that the special committee is authorized to 
investigate and study which any such person or en- 
tity may possess or control. 

(10) Recommendations to the senate. — To 
make to the Senate any recommendations, by report 
or resolution, including recommendations for crimi- 
nal or civil enforcement, which the special committee 
may consider appropriate with respect to — 

(A) the willful failure or refusal of any per- 
son to appear before it, or at a deposition, or 
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to answer interrogatories, in compliance with a 
subpoena or order; 

(B) the willful failure or refusal of any 
person to answer questions or give testimony 
during the appearance of that person as a wit- 
ness before the special committee, or at a depo- 
sition, or in response to interrogatories; or 

(C) the willful failure or refusal of — 

(i) any officer or employee of the 
United States Government; 

(ii) any person or entity purporting to 
act under color or authority of State or 
local law; or 

(hi) any private person, partnership, 
firm, corporation, or organization; 
to produce before the special committee, or at 
a deposition, or at any time or place designated 
by, the committee, any book, check, canceled 
check, correspondence, communication, docu- 
ment, financial record, paper, physical evidence, 
photograph, record, recording, tape, or any 
other material in compliance with any subpoena 
or order. 
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(11) CONSULTANTS. — To procure the tem- 
porary or intermittent services of individual consult- 
ants, or organizations thereof. 

(12) Other government personnel. — To 
use, on a reimbursable basis and with the prior con- 
sent of the Government department or agency con- 
cerned, the services of the personnel of such depart- 
ment or agency. 

(13) Other congressional staff. — To use, 
with the prior consent of any member of the Senate 
or the chairman or the ranking member of any other 
Senate committee or the chairman or ranking mem- 
ber of any subcommittee of any committee of the 
Senate, the facilities or services of the appropriate 
members of the staff of such member of the Senate 
or other Senate committee or subcommittee, when- 
ever the special committee or the chairman or the 
ranking member considers that such action is nec- 
essary or appropriate to enable the special commit- 
tee to conduct the investigation, study, and hearings 
authorized by this resolution. 

(14) Access to lnformation and evi- 
dence. — To permit any members of the special 
committee, staff director, counsel, or other staff 
members or consultants designated by the chairman 
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1 „ or the ranking member, access to any data, evidence, 

2 information, report, analysis, document, or paper — 

3 (A) that relates to any of the matters or 

4 questions that the special committee is author- 

5 ized to investigate or study under this resolu- 

6 tion; 

7 (B) that is in the custody or under the 

8 control of any department, agency, entity, offi- 

9 cer, or employee of the United States Govern- 

10 ment, including those which have the power 

1 1 under the laws of the United States to inves- 

12 tigate any alleged criminal activities or to pros- 

13 ecute persons charged with crimes against the 

14 United States without regard to the jurisdiction 

15 or authority of any other Senate committee or 

1 6 subcommittee; and 

17 (C) that will assist the special committee 

18 to prepare for or conduct the investigation, 

19 study, and hearings authorized by this resolu- 

20 tion. 

21 (15) Reports of violations of law. — To re- 

22 port possible violations of any law to appropriate 

23 Federal, State, or local authorities. 

24 (16) Expenditures. — To expend, to the ex- 

25 tent that the special committee determines necessary 
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1 and appropriate, any money made available to the 

2 special committee by the Senate to carry out this 

3 resolution. 

4 (17) Tax RETURN information. — T o inspect 

5 and receive, in accordance with the procedures set 

6 forth in sections 6103(f)(3) and 6104(a)(2) of the 

7 Internal Revenue Code of 1986, any tax return or 

8 tax return information, held by the Secretary of the 

9 Treasury, if access to the particular tax-related in- 

10 formation sought is necessary to the ability of the 

1 1 special committee to carry out section 1(b)(3)(B). 

1 2 SEC. 6 . PROTECTION OF CONFIDENTIAL INFORMATION. 

13 (a) Nondisclosure. — No member of the special 

14 committee or the staff of the special committee shall dis- 

15 close, in whole or in part or by way of summary, to any 

16 person other than another member of the special commit- 

17 tee or other staff of the special committee, for any purpose 

18 or in connection with any proceeding, judicial or otherwise, 

1 9 any testimony taken, including the names of witnesses tes- 

20 tifying, or material presented, in depositions or at closed 

2 1 hearings, or any confidential materials or information, un- 

22 less authorized by the special committee or the chairman 

23 in concurrence with the ranking member. 

24 (b) Staff Nondisclosure Agreement. — A ll mem- 

25 bers of the staff of the special committee with access to 
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1 confidential information within the control of the special 

2 committee shall, as a condition of employment, agree in 

3 writing to abide by the conditions of this section and any 

4 nondisclosure agreement promulgated by the special com- 

5 mittee that is consistent with this section. 

6 (c) Sanctions. — 

7 (1) Member sanctions. — T he case of any 

8 Senator who violates the security procedures of the 

9 special committee may be referred to the Select 

10 Committee on Ethics of the Senate for investigation 

1 1 and the imposition of sanctions in accordance with 

12 the rules of the Senate. 

13 (2) Staff SANCTIONS. — Any member of the 

14 staff of the special committee who violates the secu* 

15 rity procedures of the special committee shall imme- 

16 diately be subject to removal from office or emplov- 

17 ment with the special committee or such other sanc- 

18 tion as may be provided in any rule issued by the 

19 special committee consistent with section 2(c). . 

20 (d) Staff Defined. — For purposes of this section. 

21 the term “staff of the special committee” includes — 

22 (1) all employees of the special committee; 

23 (2) all staff designated by the members of the 

24 special committee to work on special committee busi- 

25 ness; 


•SRES 120 ATS 


22 

22 

1 (3) all Senate staff assigned to special commit- 

2 tee business pursuant to section 5(b)(13); 

3 (4) all officers and employees of the Office of 

4 Senate Legal Counsel who are requested to work on 

5 special committee business; and 

6 (5) all detailees and consultants to the special 

7 committee. 

8 SEC. 7. RELATION TO OTHER INVESTIGATIONS. 

9 (a) PURPOSES. — The purposes of this section are — 

10 (1) to expedite the thorough conduct of the in- 

11 vestigation, study, and hearings authorized by this 

12 resolution; 

13 (2) to promote efficiency among all the various 

14 investigations underway in all branches of the 

15 United States Government; and 

16 (3) to engender a high degree of confidence on 

17 the part of the public regarding the conduct of such 

18 investigation, study, and hearings. 

19 (b) Special Committee Actions. — To carry out 

20 the purposes stated in subsection (a), the special commit- 

21 tee is encouraged — 

22 (1) to obtain relevant information concerning 

23 the status of the investigation of the independent 

24 counsel, to assist in establishing a hearing schedule 

25 for the special committee; and 
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1 (2) to coordinate, to the extent practicable, the 

2 activities of the special committee with the investiga- 

3 tion of the independent counsel. 

4 SEC. 8. SALARIES AND EXPENSES. 

5 A sum equal to not more than $950,000 for the pe- 

6 riod beginning on the date of adoption of this resolution 

7 and ending on February 29, 1996, shall be made available 

8 from the contingent fund of the Senate out of the Account 

9 for Expenses for Inquiries and Investigations for payment 

10 of salaries and other expenses of the special committee 

11 under this resolution, which shall include not more than 

12 $750,000 for the procurement of the services of individual 

13 consultants or organizations thereof, in accordance with 

14 section 5(b)(ll). Payment of expenses shall be disbursed 

15 upon vouchers approved by the chairman, except that 

16 vouchers shall not be required for the disbursement of sal- 

17 aries paid at an annual rate. 

18 SEC. 9. REPORTS; TERMINATION. 

19 (a) Completion of Duties. — 

20 (1) In general. — The special committee shall 

21 make every reasonable effort to complete, not later 

22 than February 1, 1996, the investigation, study, and 

23 hearings authorized by section 1. 

24 (2) Evaluation of progress. — The special 

25 committee shall evaluate the progress and status of 
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the investigation, study, and hearings authorized by 
section 1 and, not later than January 15, 1996, 
make recommendations with respect to the author- 
ization of additional funds for a period following 
February 29, 1996. If the special committee re- 
quests the authorization of additional funds for a pe- 
riod following February 29, 1996, the Majority 
Leader and the Democratic Leader shall meet and 
determine the appropriate timetable and procedures 
for the Senate to vote on any such request. 

(b) Final Report. — 

(1) Submission. — The special committee shall 
promptly submit a final public report to the Senate 
of the results of the investigation, study, and hear- 
ings conducted by the special committee pursuant to 
this resolution, together with its findings and any 
recommendations . 

(2) Confidential information. — The final 
report of the special committee may be accompanied 
by such confidential annexes as are necessary to pro- 
tect confidential information. 

(3) Conclusion of business. — A fter submis- 
sion of its final report, the special committee shall 
promptly conclude its business and close out its af- 
fairs. 
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1 (e) Records. — U pon the conclusion of the special 

2 committee’s business and the closing out of its affairs, all 

3 records, files, documents, and other materials in the pos- 

4 session, custody, or control of the special committee shall 

5 remain under the control of the Committee on Banking, 

6 Housing, and Urban Affairs. 

7 SEC. 10. COMMITTEE JURISDICTION AND RULE XXV. 

8 The jurisdiction of the special committee is granted 

9 pursuant to this resolution, notwithstanding the provisions 

10 of paragraph 1 of rule XXV of the Standing Rules of the 

1 1 Senate relating to the jurisdiction of the standing commit- 

12 tees of the Senate. 

O 
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Hnited States Senate 

COMMITTEE CN BANKING. HOUSING. ANO 

urban affairs 

WASHINGTON. DC 205:0-^5075 


July 11, 1995 


BY FACSIMILE AND FIRST-CLASS MAIL 

Kenneth W. Stan, Esquire 

Office of the Independent Counsel 

Two Financial Centre 

10825 Financial Centre Parkway, Suite 154 

Little Rock, AR 72211 

Dear Judge Stan: 

We are writing on behalf of the Chairman and Ranking Member of the Special 
Committee to Investigate Whitewater Development Corporation and Related Matters to 
request that you provide the information described below to the Special Committee. All of 
the information we are requesting is important to the Special Committee's hearings on the 
handling of documents in Vincent Foster's office following his death. These hearings are 
scheduled to begin on July 18, 1995, so we ask that you address our requests at your earliest 
opportunity. 

There is a substantial conflict in deposition testimony that Margaret Williams and 
Henry O’Neill have provided to the Special Committee regarding whether or not Ms. 
Williams removed documents or other materials from the White House Counsel Office suite 
on the night of July 20, 1993. We understand that both witnesses have been interviewed by 
the FBI regarding the handling of documents in Mr. Foster’s office in connection with 
investigations conducted by Mr. Fiske and by you. Indeed, we understand that on five or 
more occasions in 1994 and 1995 FBI agents working for the Office of the Independent 
Counsel interviewed Mr. O’Neill regarding his observations on the night of July 20, 1993. 

We anticipate that Ms. Williams and Officer O’Neill both will be witnesses at the 
Special Committee's hearings this month and that the Special Committee will need all 
available information to consider the conflicts in their testimony. We thus request that you 
provide the Special Commirtee with copies of all FD-302 repons and FBI interview notes 
from all relevant FBI interviews of Ms. Williams and Officer O’Neill. 
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Kenneth W/, Stan. Esquire 
July 11. 1995 
Page 2 


We also understand that one or more persons working under 'die auspices or' the Office 
of the Independent Counsel has admimsiered a polygraph examination to Margaret Williams 
regarding matters relevant to the Special Committee's current inquiry According to press 
reports, the polygraph examination indicated that Ms. Williams was not being deceptive when 
she stated that she did not remove documents or other materials from Mr. Foster's office on 
the night of July 20, 1993. 

We recognize that you may not wish to provide the report of the polygraph examiner 
to the Special Committee, however, we request that you provide us with the questions asked 
and the answers given together with the expert’s conclusion regarding truthfulness as to each. 


Thank you very much for your prompt attention to these requests. 
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Hnitul States Senate 

COMMITTEE CN BANKING. HOUSING. ANO 
URBAN AFFAIRS 
WASHINGTON. DC 20510-6075 


July IS. 1995 


BY FACSIMILE AND FIRST-CLASS MAIL 

Kenneth W. StarT. Esquire 

Office of the Independent Counsel 

Two Financial Centre 

108-5 Financial Centre Parkway, Suite 13-* 

Linle Rock. Arkansas 7221 1 

Dear Judge Starr: 

On behalf of ail of the members of the Special Committee to Investigate Whitewater 
Development Corporation and Related Matters, we write to reiterate the requests made by our 
Special Counsel by letter of July 11, 1995. A copy of that letter is enclosed for your 
convenience. 

As you may know, the Special Committee's hearings are now ongoing, and both 
Officer O’Neill and Ms. Williams are scheduled to testify within the next several days. We 
ask that you provide the requested materials at your earliest convenience. 

Thank you very much. 



Paul S. Sarbanes 
Ranking Member 


Sincerely yours, 

Alf^nsJ D’ Amato 
Chaitman 


Enclosure 
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Office of the Independent Counsel 

1001 Pennsylvania Avenue. .V W. 

Suite 490Xorth 
Washington. D C 20004 
•2021 514*663 
Fax 202l 514-6602 


July 19. 1995 


The Honorable Alfonse M. D’ Amato 
The Honorable Paul S. Sarbanes 
United States Senate 

Committee on Banking, Housing and Urban Affairs 
Washington, DC 20510 


Dear Chairman D’Amato and Senator Sarbanes: 

We have received your letter of July IS. which incorporates by reference the letter of July 
1 1 sent to this Office by Mr. Chertoff and Mr. Ben-Veniste on behalf of the Committee. We 
have given your request considerable thought in view of the importance of our respective 
obligations. 

In connection with the Committee's investigation into the handling of documents of 
former Deputy Counsel to the President Vincent W. Foster. Jr., the Committee has requested that 
this Office provide the Committee with reports of interviews of Henry O’Neill and Margaret 
Williams that were conducted by this Office and by Mr. Fiske’s Office. In addition, the 
Committee has requested a copy of a particular polygraph report, or at least of questions asked 
during a particular polygraph examination. Finally, the Committee has requested permission to 
ask an individual employed by the FBI Laboratory questions about the work he has performed 
for the Independent Counsel. 

We respectfully decline these requests. As we have informed the Committee on this and 
previous occasions, we will not disclose to the Congress any investigative work product from this 
active and ongoing investigation. As you know, we must abide by the strictures of grand jury 
secrecy contained in Federal Rule of Criminal Procedure 6(e). In addition, our position that we 
will not disclose to the Congress any investigative work product from an open investigation 
represents sound policy that is deeply rooted in the history and tradition of this Nation. See 
generally Memorandum for Oliver B. Revell Re: Congressional Requests for Information from 
Inspectors General Concerning Open Criminal Investigations, Op. Off. Legal Counsel, at 5 
(March 24, 1989) ("the policy and practice of the executive branch throughout our Nation’s 
history has been to decline, except in extraordinary circumstances, to provide committees of 
Congress with access to, or copies of, open law enforcement files. No President, to our 
knowledge, has departed from this position affirming the confidentiality and privileged nature of 
open law enforcement files"). We will adhere to this deeply rooted tradition, and therefore we 
are constrained, with respect, to decline each of the above requests. 
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We note, moreover, that our policy on these issues is not based on whether the requested 
information is exculpatory or incriminating, but rather is made in accordance with long-standing 
Department of Justice policy to protect the internal work of ihis Office with respect to an active 
and ongoing investigation and to protect the privacy of individuals. 

Separately, through Mr. Chertoff and Mr. Ben-Veniste, the Committee had also requested 
the use of Mr. Foster’s briefcase. As an accommodation to the Committee’s investigative needs, 
we provided the briefcase to the Committee. Such pre-existing material, which was neither 
created nor modified by this Office or Mr. Fiske’s office, is in our view readily distinguished 
from investigative work product. Moreover, in circumstances where such material cannot be 
obtained from any other source and where disclosure of it would not hinder or impede our 
ongoing investigation, we believe it appropriate to disclose such material to the Committee upon 
its joint request. 

In sum, the question whether and under what conditions a law enforcement agency such 
as this Office can and should provide information to Congress relating to an open criminal 
investigation entails a delicate balancing of numerous competing concerns. With respect to the 
Foster documents investigation, we have balanced the competing concerns and formulated the 
above policy. In so doing, we have been advised by Ethics Counsel Samuel Dash. We have 
adhered to this policy thus far, and we intend to continue to do so. We do not believe, moreover, 
that there has been any inconsistency in our responses to the Committee's joint requests. 

Thank you for your cooperation. Please do not hesitate to contact me if you have any 
questions. 


Respectfully yours. 



Kenneth W. Starr 
Independent Counsel 
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Office of the Independent Counsel 

1001 Pennsylvania Avenue, /V. IV. 
Suite 490-North 
Washington, D C. 20004 
(202) 514-S68S 
Fax (202) 514-8802 


August 3, 1995 


The Honorable Alfonse M. D'Amato 
The Honorable Paul S. Sarbanes 
United States Senate 

Committee on Banking, Housing and Urban Affairs 
Washington, DC 20510 


Dear Mr. Chairman and Senator Sarbanes: 

We have received your letter of July 31, which renews the 
Special Committee's earlier requests that this Office provide the 
Special Committee copies of all FD-302 reports and notes from all 
interviews of Margaret Williams and Henry O'Neill conducted by 
this Office and Mr. Fiske's Office. 

We deeply appreciate the importance of Congress's oversight 
authority and the constitutional underpinnings of that power; to 
that end, we have attempted to accommodate the Committee in 
executing its oversight duties. We likewise recognize the 
Special Committee's particular interest in obtaining any 
information that might shed light on whether the Senate testimony 
of Officer O'Neill and Ms. Williams is consistent with their 
prior statements to law enforcement officials. Nevertheless, 
after careful reflection, we are constrained to adhere to our 
firmly-held position that we cannot in conscience disclose to 
Congress any investigative work product from our active and 
ongoing investigations. Therefore, we again respectfully decline 
the Committee's request. 

As we stated in our letter to you of July 19, our position 
reflects a time-honored policy first expressed by President 
Washington and subsequently reaffirmed by or on behalf of 
Presidents Jefferson, Jackson, Lincoln, Theodore Roosevelt, 
Franklin Roosevelt, and Eisenhower, among others. See "History 
of Refusals by Executive Branch Officials to Provide Information 
Demanded by Congress" (Part I) , 6 Op. O.L.C. 751 (1982) .. The 
reason for this policy is as simple as it is fundamental: the 

Executive Branch is obligated to protect its Article II 
responsibility to prosecute the laws fully and fairly. If 
Congress is apprised of details of an investigation while that 
investigation is ongoing, there is a distinct danger that 
congressional pressures will influence, or will be perceived to 
influence, the course of that investigation. Accordingly, the 
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Executive Branch has, as a matter of course, declined to provide 
Congress with access to, or copies of, open law enforcement 
files. See generally . Memorandum for Oliver B. Revell, Re: 
Congressional Requests for Information from Inspectors General 
Concerning Open Criminal Investigations, Op. O.L.C., at 5 (March 
24, 1989) . 

Attorney General Robert H. Jackson addressed this very issue 
over 50 years ago. Recognizing the competing interests of both 
Congress and the Executive Branch where the dissemination of 
investigative materials was at stake, then-Attorney General 
Jackson concluded: 

It is the position of [the] Department [of Justice] , 
restated now with the approval of and at the direction of 
the President, that all investigative reports are 
confidential documents of the executive department of the 
Government, to aid in the duty laid upon the President by 
the Constitution to "take care that the laws be faithfully 
executed," and that congressional or public access to them 
would not be in the public interest . 

Disclosure of the reports could not do otherwise than 
seriously prejudice law enforcement. Counsel for a 
defendant or prospective defendant, could have no greater 
help than to know how much or how little information the 
Government has, and what witnesses or sources of information 
it can rely upon. This is exactly what these reports are 
intended to contain. 

40 Op. Att'y Gen. 45, 46 (1941) . In short, the Executive Branch 
"cannot effectively investigate if Congress is, in a sense, a 
partrer in the investigation." Memorandum for Edward L. Morgan, 
Deputy Counsel to the President, from Thomas E. Kauper, Deputy 
Assistant Attorney, Office of Legal Counsel (Dec. 19, 1969). 

The concerns articulated by Justice Jackson are as valid now 
as they were at the dawn of World War II. Moreover, the 
disclosure of investigative materials presents other perils to 
law enforcement that are similarly compelling. Consider, for 
example, the following: sensitive law enforcement techniques, 

methods and strategies may be revealed; witnesses may be 
"chilled" from speaking with law enforcement officers for fear of 
embarrassment or personal safety; and law enforcement officers 
themselves may be reluctant to express candidly their views and 
recommendations on controversial and sensitive matters if these 
views could be exposed to public scrutiny by Congress upon 
request. See cenerallv . Memorandum for the Deputy Attorney 
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General from Robert B . Shanks, Deputy Assistant Attorney General, 
Office of Legal Counsel, Re: Congressional Subpoenas of 
Department of Justice Investigative Files 14-20 (Oct. 17, 1984); 
United States v. Nixon . 418 U.S. 683, at 705 (1974) (”[H]uman 
experience teaches that those who expect public dissemination of 
their remarks may well temper candor with a concern for 
appearances and for their own interest to the detriment of the 
decision-making process.”). 

As we have previously stated, our policy against disclosing 
investigative material does not hinge on whether the requested 
material is exculpatory or incriminating. Nor do we believe that 
this policy can or should be reevaluated based on the course of 
congressional proceedings. Indeed, with respect to the Special 
Committee's request, we would be setting a dangerous precedent 
were we to release FD-302 reports or any other prior statements 
made to law enforcement officials whenever there is speculation 
that such statements contain inconsistencies with testimony taken 
before the Senate. 

We hasten to recognize that there have been instances deemed 
to constitute extraordinary circumstances in which federal law 
enforcement disclosed to Congress certain investigative 
information. See, e . a. . Letter to John D. Dingell, Chairman, 
Subcommittee on Oversight and Investigations, House Committee on 
Energy and Commerce, from William French Smith, Attorney General, 
6 Op. O.L.C. 31, at 103 (1982) (regarding request for open law 

enforcement investigative files of the Environmental Protection 
Agency) . However, after reviewing the present circumstances with 
the aid and consultation of our Ethics Counsel Professor Samuel 
Dash, we believe that relevant authority and tradition guides us 
to one conclusion -- this Office's interest and obligation to 
protect the confidentiality of its open investigations is 
paramount in this instance. We must, accordingly, respectfully 
decline the Special Committee's request. 



Kenneth W. Starr 
Independent Counsel 
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U.S. Department of Justice 


Federal Bureau of Investigation 


Washington, D C. 20535 


Robert J. Giuffra, Jr. 

Committee on Banking, Housing 
and Urban Affairs 
United States Senate 
Washington, D.C. 

Dear Mr. Giuffra: 

The Office of the Independent Counsel (OIC) has 
communicated to the FBI the request of the Special Committee to 
Investigate Whitewater Development Corporation and Related 
Matters that the FBI provide the Committee with certain 
information regarding latent print analysis conducted on a set of 
Rose Law Firm records submitted to the FBI by the OIC. We have 
received copies of your May 23, 1996 letter to the OIC and a 
clarifying letter of the same date from the Deputy Independent 
Counsel to you. We understand the request to relate to records 
submitted to the FBI that bear Bates Stamp numbers DEK 014936 
through DEK 015049. 

Based upon the above-referenced communications, we 
are responding to the four questions set out in your letter of 
May 23, 1996. The responses, which correspond by paragraph 
number to your questions, are as follows: 

1. Yes. Latent fingerprints of Hillary Rodham Clinton and 
Vincent W. Foster, Jr. have been found on the Rose Law Firm 
records . 

2. The Bates Stamp numbers of the documents with the latent 
prints of Hillary Rodham Clinton and Vincent W. Foster, Jr., and 
the location of the prints on each page, are as follows: 

Hillarv Rodham Clinton : 

One fingerprint located on the front lower right corner 
at the edge of page DEK 014945 

One fingerprint located on the front bottom near the 
left edge of page DEK 014950 
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Vincent W. Foster. Jr. : 

One fingerprint on the front lower right 
corner of page DEK 014969 

One fingerprint on the front lower right side 
(left of entry line #62) of page DEK 014990 

One fingerprint on the front lower right side 
(left of entry line #66) of page DEK 014994 

One fingerprint on the* front upper right 
corner of page DEK 015030 

3. Yes. Latent prints of the following individuals have been 
found on the Rose Law Firm records: Mildred C. Alston, Sandra 

Hatch, Carolyn Huber and Marc Rolfe. The Bates Stamp numbers of 
the documents with the latent prints of Mildred C. Alston, Sandra 
Hatch, Carolyn Huber and Marc Rolfe, and the location of the 
prints on each page, are as follows: 

Mildred C. Alston : 

One palm print located on the front top edge of the 
right side of page DEK 014936 

Sandra Hatch : 

Three fingerprints on page DEK 015025, as 
follows : 

• Two fingerprints on the back lower right bottom of 
page 

• One fingerprint on the back middle right edge of 
page 

Carolyn Huber : 

One fingerprint on the back upper right edge 
(entry line #12) of page DEK 014953 

One fingerprint on the back upper right 
corner at the right edge of page DEK 014978 

One fingerprint on the front right center 
edge of page DEK 014981 

One fingerprint on the back right center edge 
of page DEK 014937 
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One fingerprint on the front lower left side 
at the edge of page DEK 014992 

One fingerprint on the back upper right side 
of page DEK 014998 

Marc Rolfe : 

Three fingerprints and one palm print on page 
DEK 014936, as follows: 

• Fingerprint on the front left top of page (above the 
word Guaranty) 

• Fingerprint on the front bottom right center edge of 
page 

• Fingerprint on the front left side edge of page 
(adjacent entry line #18) 

• Palm print on the front left side (right of entry 
#'s 13 through 33) 

One fingerprint on the back upper right 
corner of page DEK 014949 

One fingerprint on the back upper right 
corner of page DEK 014976 

One fingerprint on the back upper center 
along the crease of page DEK 014985 

One fingerprint on the back right upper 
center (entry line #21) of page DEK 015010 

Ten Fingerprints on page DEK 015011, as follows: 

• Two fingerprints on the front upper left corner of 
page 

• One fingerprint on the front upper center of page 

• Two fingerprints on the front left center/side of 
page 

• Two fingerprints on the front lower left side of 
page 
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Robert J. Giuffra, Jr. 


• One fingerprint on the back upper left corner 
of page 

• Two fingerprints on the back upper right 
corner of page 

Seven fingerprints on page DEK 015012, as follows: 

• One fingerprint or. the back upper right corner of 
page 

• Two fingerprints on the back upper right top of page 

• Four fingerprints on the back right middle edge of 
page 

One fingerprint on the back right center edge 

of page DEK 015045 

Eleven fingerprints on page DEK 015049, as follows: 

• Six fingerprints on the back upper right center of 
page 

• Three fingerprints on the back right middle edge of 
page 

• Two fingerprints on the back lower left edge of page 


4. No. 


Sincerely yours 


John E. Collingwood 
Inspector in Charge 
Office of Public and 


Congressional Affairs 



Unit Chief 


- Richard Ben-Veniste 

Minority Special Counsel 
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MEMORANDUM 


TO: 

FROM: 

DATE:' 

SUBJECT: 


Clark Walton 

»r*» 

Jean 3rennan 
December 11, 1991 
Referral Schedule 


The following schedule will reflect the revised priorities* of the 
Arkansas investigations for which I am currently responsible: 


/ 

7 4 4 5 / 

FFSL/Paragould 

5 

09/01/91 

\ 

12/31/91 

2109/-' 
7107 
7 3 7 b 
7 2<J7 / 

Savers/Little Rock 

1 

01/01/92 

01/31/92 

Capital/Little Rock 

* 

02/01/92 

02/28/92 

First Fed/Little Rock 

♦ 

03/01/92 

03/31/92 

First An. /Fayetteville 

3 

04/01/92 

04/30/92 

7207 ^ 

First Fed/Fayetteville 

* 

05/01/92 

05/31/92 

6 909 

Home Fed/Mountain Home 

* 

06/01/92 

06/30/.92 

7 04 0 x 
708 8 ^ 

1st State/Mountain Home 

* 

07/01/92 

07/31/92 

Landmark/Hot Springs 

* 

08/01/92 

08/31/92 

6910 ' 

First Fed/Malvern 

* 

09/01/92 

09/30/92 

7236 

Madison/Little Reck 

* 

10/01/92 

10/01/92 

7246 ' 

Commonwealth /Osceola 

* 

11/01/92 

11730/92 

7 4 2-3 

Texarkana Fed/Texarkana 

* 

12/01/92 

12/31/92 


Steve Irons, FBI. Little Reck, requested that Savers and. Capital be 
reviewed during the first quarter of 1992, which would assist in 
their investigative efforts and. possibly provide additional 
information regarding Del Chandler, who will probably be indicted 
this month. In addition, the investigation of . Savers will show 
Lcuii G.\ Reese to be a player in several loans, and SA * Irons 
suggested that the Eastern and Western districts could create a 
collaboratiye effort on the investigation of Reese,_ who^.J.s in 
several of the Arkansas institutions. Reese's attorney, Rcss 
Nabatoff, has contacted the US Attorney for both Arkansas 
districts, wanting to include Arkansas in Reese's prior plea 
agreement; both USA's declined, and the Arkansas F3I has expressed 
an interest in pursuing Reese through First America, Savers, and 
any other institutions where there are' indications of his 
involvement . ■ 

\ 

I have' rescheduled the further investigation of First Xmerica/Ft. 
jSmith £or April, predominantly due to the fact ' that s SA Mark 
t Grishao, FBI, Fayetteville, has advised me that his efforts have 
been redirected, by his supervisor and the US Attorney, toward 
another Fayetteville bank failure which will be concluded by the 
end of March i.992 . At that point, he will be prepared to refocus 
on the jFirst. America investigation involving Louis G. Reese and 3 
'other eusoects. ' 1 \ 

I I ■ 


rio4?: 


ncirv? 
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C iar* «Vj. ton 
Priority status 
Oecencer 11, l??i 

I nave atteopted to schedule the investigations so that if there is 
more than one association in a specific city, the inves t igat icr.s 
will be conducted back to back, looking for evidence of ccttncn 
players. other than that. I have prioritized based on ;omt 
investigative efforts with the FBI and information offered by the 
civil investigators as to how '•dirty" any of their specific 
mstituticns appear to be. 

Please let me know if you have any questions, or think we need to 
reshuffle any of the foregoing. 


/l]b , 


i 


i 

i 

! 

i ! 


2 



RI0493 


Houne 
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r?>~U (I r> 11-17-41) 


- FBI 


TIANSMIT VIA: 

8 T4j«t n»< / 

r»ciioti« 
g AIRTIL 



TCEDENCZ: 

Priority 
G fioutis« 


~rLA53mCATION: 

S TO>$ECR£T 
SECRET^ 

□ CONFIDENTIAL 
□ UNCLAS E F TO 
Q UNCLAS 


3/26/92 


/ 


TO 

FROM 


DIRECTOR, TBI 

SAC, LITTLE ROCK ( 29D-LR-32896 ) ( SQ 3) 


SUBJECT 


FINANCIAL INSTITUTION FRAUD AND FAILURE HATTERS : 
FINANCIAL INSTITUTION REFORM, RECOVERS, AND 
ENFORCEMENT ACT OF 193 9 (FIRAZA) AND CRIME CONTROL 
ACT OF 1990 (CCA) RESOURCES 


as above. 


Reference airtel Iron Director dated 8/7/92 captioned 


I- \ / 

\ \ The Little Rock Division ha* under-utilized Financial' 

Institution Failure (FIF) resources during the past fiscal 
yeaXdue\to *evaral reasons. Since 10/1/91, Little^Rcck has 
received one FIF referral frcn the Resolution Trvet 
Corporation^ (RTC) . RTC has contrcl of a do^efrtailed Arkansas 

inr i*ut lena v for which referral* have not b een received^ No — 

ne wlur^e^bccurred during the first nine nonths of Fiscal 

Year ( FY) 1992. As a result of budget cutbacks, tha RTC 
office in Tulsa, Oklahoma, began to scale down its operations 
in late 1991 to early 1992, and the office was closed in early 
sua&er ,f 1992. RTC had previously proj ected'~~Hakinq ref errals 
on thX o^ttn failed institution* over a tvo y ear^pe r rod. t o end 
in 1994^ At the request of Little Rock, RTC intended to 
address the institutions in the order chosen by the Bureau. x 
7” order requested fron RTC was derived by projecting\ 
manpower '"availability in headquarters and resident agencies. 

Th» closing'of the Tulsa RTC office, layoffs of *oae of its 
personnel and^transfer of the renaining employees have aill 
negatively aff ected x tiaely receipt of new referrals and 
’j* ersely influenced tittle Rock'* ability to fully utilize 
Its dedicated FIF resources during the past nine months./ 

. S ' s 'x O-i p ' -i! *"• *- * 

* - bureau X. ^ y 

Little Rock X ; rf ^ X 

SOI/* di , \ Sc^fd, SSJ. 

(4) X. Iniord. 

\ Ek; 


/ 


"FBI-00001529 

JME -00000495 
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29D-LR-32196 


Contact vae made with RTC investigator JEAN Lx*IS cn 


3 / 26/92 to determine the echedul* for pending referrals. 

LEWIS advieed aha vculd-fca'^pr ov i dXng~e— rsfe r r a 1 on MADISON 
GUARANTY on or about 8/31/92. Although a previous 
invaatigatiorv'fCe* ba«n conducted and convictionb^of 
insti tutiojr'off f icials obtained, LEWIS advised th® referral 
would contain previously unknown and unaddressed allegations 
of wrongdoing, specifical ly. she advi ced her investigation 
had revealed what sbu-'d* scrl bed aa liTria' 4t *iiall corporations" 
with/ account® at^HADISON GUARANTY . LEWIS advised there \ 
appeared to be^check kiting activity between the accounts, and 
that a corporation known aa WHITEWATER DEVELOPMENT was 
involved/a* a recipient of some of the fund*. WHITEWATER 
DEVELOPMENT was owned by JAMES and STS AN MC DOUGAL (50t)\and 
BILL and K LIARY CLINTON (50%'. JAMES MC DOUGAL va* part\ 
owner/ of MADISON GUARANTY and wae previously indicted on fraud 
charge® but acquitted after ju y trial. BILL CLINTON is 
Governor of Arkansas and the Democratic nominee for President. 
Other individuals alleged to be essociated with th* allegad 
-shell corporations- include current Arkanaae Lieutenant 
Governor JIM GUY TUCKER, MAURICE SMITH, STEVE SMITH, end R. D. 
RANDOLPH. Upon n -eipt of the referral, evtluatlon of 
possible criminal activity and identification of subjects will 
be accomplished on an expeditious basis. • If warranted, an 
investigation will be conducted and the FIF burn will 
i TH 


in: y , ivised a referral would be 

provided Within several months on SAVERS FEDEJiAiT^SAVINGS , 
which iV^xp^ctad to contain numerous allegations of 
significant criminal activity. This will alrso inc rwfe the" 
burn rate fbr FIF agentr. Tha two referrals, if determined to 
be worthy of investigation by tha United States Attornay, in 
large part should resolve th* under-utilixation of FIF 
resources in Little Rock. It appears reason 

that N since personnel movements within the R g 

Littl*\Rock have abated somewhat, the ref err 
show so ' is of increased activity. 


Eastern District; of Arkansas recently attended the Department ' 
of Justica FIF Supervisors' Conference in Chicago, Illinois, 
while there, the ptnel commented as to how the RTC is pursuing 
civil recoveriesvund^r Directors and Officers insurance 
policies or lawsuits and ia less interested in making criminal 
referrala until th* 




when referrals cm ether' 



Hovavtr, an Assistant United States Attorney from th* 





JME-00000499 
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29D-LR-32896 




/ Also , many of the failed Arkansas institutions have 
been/ closed for periods^jpproachiita_fivs years. Per ^ursau 
instructions tosli^officts as sst fot'th-ln^Oircctor teletype 
ter all officer^dated 5/1/92, captioned Financial Institution 
Fraud ond^railure Hatters, Little Rock has not opened fraud 
cases oex failed institutions absent an official referral. Cue 
to the/fact failures occurred years ago and records have been 
spread out as assets of the institutions were eold, there is 
no ability to davelop aource information to justify epaning 
cases as set forth in the teletype. Liaison haa already' been 
effected with the regulatory agencies that audited the 
institutions, who sdvieed they would have referred any 
questionable activity at the tire of their audits. Little 
Rock is not in a position to influence the manpower assigned 
by RTC to author auch raferrals, nor the speed at which the 
work is conducted. 

Two major failure cases have been closed since FY 1992 
began. Two other cases, including one on the "Top 100" /list 
prepared by the Department of Justice (DCJ) , have been/ 
ii -icted since the beginning of FY 1992. Little Reck" has been 
conscientious in its use of deeignated FIRREA and CCA agents 
to x addX«*s FIF matters. 


dXess 


Little Rock has also experienc edrthe benefit of a 
1 earning^ curve as agents have investigat ed nr ma tters - ; * 

resulting^ in more efficiency on the part of the agents. This 
has also been true of the prosecutors assigned to 1 those 
matters. In addition. Little Rock has made increased use of 
-financial Assistants <FAs) to handle conp lax-n^tters 
previously handled solely by agents. Litti^Rock^elso 
received some help from the RTC and the Office^f Thrift 
Supervision (OTS) in investigations, which freed ><£ent' x v 
resources for use in other White Collar Crime (wccfNareas^ 

'^Because Little Reck is one of the smaller divisions, 
it has: onexWCCvaquad to handle all WCC violations. When 
significant ?IF x failure cases were core numerous, other 
programs auf f£red When significant Government Fraud or 
Public; Corruption cases appear and failure' referrals are 
lacking, resourcesNjnustvbe shifted to those other WCC,areas, , 
and agents not specifically transferred to address FIRREA/CCA, 
matters wore utilised in exactly that situation in /the first, 
half of FY 1992. The WCC. aqua<T~has 11 agents to^«ddres3 all/ 
programs within its area. ^Little Rock— haa— designated eight/ 
other agents to address WCC matters, including FIF. Those' 
eight agents are in Resident Agencies that range in sire^frem 
two to -five agents. Little Reck Kas^experienced five^^ 
^kidnappings in Resident Agency tarri^iT-l^XlL-l^rT" as well 


FBI-00001531 


jM r r»nnnQ<pr( 
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29D-LR-32196 


• a other emergency situations that required temporary 
t eprogramming of aanpowar. 



During th*^raviouaInapection7~"E^^® Rock's w<Jc 
effort vm described as being focused on FIF tO--hhe exclusion, 
of/ other* WCC^erea*. Cine® that tin®, Littl® Rock has txpenoec 
■ fgnif icanr£ manpower in tvo corruption natters. In ona, 
C194A-LR/3336) a »o*t influential State representative was 
indicted for fraud and extortion. This natter involved use of 
a cooperating witnasa, electronic and physical surveillance, 
briber payments, interviews, and eignificant faderal grand jury 
preparation. Th® Department of Justice Public Integrity 
Section is currently prosecuting another natter which involves 
aultiple subjects involved in voter fraud (56D-LR-32814 ) . —The 
four indicted subjects ere due to stand trial in early 
1 September. Ano ther WCC mattar requirin g significant resources 



\ 'Little Hock also utilized two agents to participate in 
a Croup li\undercover operation in the areao£"T>hamacy frauds 

and hac v fojlov€d the direction of FBIHQ by Increasing its 

enphesi* on^investigations of Health Care Fraud jaiCFf’! Little 
Rock has expended a great deal of manpower in this area in the 
past fiscal year and is already achieving outstanding results. 

In 209A-LR-33408, the' owner of the durable medical equipment 
company has agreed to plead guilty, testify against other 
subjects, end repay $2 million. This was the'^ogly^CE^ttatter 
under'investigation at the beginning of FY 1992/ < \At present, 
ter. natters are under investigation and others are Khir.g 
cevelopedX^SAC firnly believes Health Care Fraud (HCF\ is a\ 
primary gyewth area should FIRREA and CCA resources decline. \ 

i No t Withstand ing the concerted and successful efforts 
to develop viable targets within other WCC subprograms /? Little 
Rock will aggressively pursue with the RTC the prospect of 
future referrals regarding the 12 failed institutions for 
which no! referrals Kaye caen received. Recognizing that' fraud 
undoubtedly contributed! to "the demise of iom or all ot y the 
institutions , Little Rockv couid^pro-actively pursue cases on 
two of the larger institutions, SAVERS FEDERAL andUFIRST 
FEDERAL, | were it not for FBIHO^policy^as^To w frfat^conatltutes / 
justification for opening cases'^ which , considering the 
extra ordinary circumstances in tha^riF area, may be overly^ 
restrictive in that area. SAC, LittlTe'-Rcck, strongly^''"' 
recoonend^ FBIHQ afford more f lexifci 1 i tyttr-the— Fie-rd ' i n this 


FBI-00001532 
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39D-U-32I94 


araa, noting HTC hat bad tavara ataffing cutback In our iru 
•nd appaara^to ba concantrmting on civil mattara. Any^ 
lnvaitig*tion opanad would ba dona only with tha concurranca 
of tha ^STnitad Ititta Attorney- — \ 


riMSA AgBfTS 
KAHE 




a QUAD g^BSTITTOP XCTST 

0'1 


3 

3 



CCA Mag 

KA.ME ' 

\ 


asaxpgyr ace*cy 

Fayattavilla 


3- \ 

\ \Tha total nusbar of panding invaat igationa involving 
failed inatitutiona ia six, with activa inveaticat iorvongoing 
in four* 64T tha raaaining two, triala ara panding^dnd ara 
axpected\to ba langthy. 



JME-00000502 
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Resolution Trust Corporation 
Kansas City CoosoIidated-OiBc 
4900 Main5tr^TR0. Box 419570 
KansarCity, Miisouri 64141 (816) 531-2212 (800^365-3342 



RECEIVED 




SFP'1^2 \ 


mm 


The Honorable Charles A. Banks 
United/States Xttomey 
Eastern District of Arkansas 
U.S. Pbst Office and Courts Building 
600 W. Capitol, Rccm 331 
P.O. Bex 1229 

Little Rock* Arkansas 72203 

\ \ 

Re: \ #7236 Madison Guaranty Savings <fe Loan 
\ 'little Rock, A rkansa s - In Receivership (11/29/90) 

CRIMINAL REFERRAL NUMBER 00004 

Dear Sin 

Certain matters have came to our attention which may mnsti ntte - <=TTTHfttd n fr a ncs lrpHt-r Federal 
law. Enclosed is a report of an Apparent Criminal Irregularity. 

Information in this referral may have been derived from financial records of customers of federally 
insured financial institutions. I hereby certify that (A) there is reasoiTtohetieve that these records 
may be relevant to a violation of Federal criminal law, and (B) the records wefe^obtained in the 
exercise of the RTCs supervisory or regulatory functions. 



Due to the extensive nature of the exhibits relating to this referral, they are being sent to your 
office under separate x coverx N ^ \ 

Please direct any inquiries to the Investigator identified on the referral form, or to Lee O. Arisen, 
Department Head/Criminal Investigations, Kansas Criy Consolidated Office, j 




Field Investigations Officer 


Enclosure 
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RTC 

Resolution Tran Corporation 


3(T^Cansas< City Consolidated OtScc 


CRIMINAL 



•/#» / xadisoh cuajvuttt savt^cs & loajc 

Location? 16TH jutd KAlx, P.o. aax 1583 

(6tr*«t/Clty/Stat«/Xlp) LITTLX ROCX, AJU3UISA3 72206 

CZRTIPICATX HUXSTR: 

If net I t L t y occurred at branch offica(a), plaaae Identify: 

a£8¥t\*i« or rnojicm ir*titutioh» $ii8,ass,ooo 

\ \ 

\PPR0XIKXTX\DAT3 WTO POrJAP AAOUXT (PRIOR TO AJTT ATJ^WAWCZ PCR RrSTITOTTCH/QR RECOVERY) 
or SOSPX^XU\VTOIATIC«t 

Data: (Xonth/DV//Taar)Tlae frame between 12/8-4 and 5/85^, 

Amount: Estimated at $350,000 to $1,000,000 



SUMKART CHARACTXRIIATIO* Cl TSX sns y rer p TtOIATIC*. ChoeX appropriate bwc(os) 
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UaDSCN guaranty SAVINGS a LOAN 
CRIMINAL REFERRAL C00C1 
AUGUST 3L 1993 
CAO# 3 


THIS HATTXR 

TBI, Littl^Rock, Arkansas, 

U.8. Attorney, Rastara^Dfrtrict, Littls Rock, Arkansas^ 

V&A&Ow/s) tUSPZCTU or CRXXTTAL VIOLATION* C omp lets subparagraphs (a] through («] 
*#eh individualr suspected o t criminal activity. (If more than ©ne, uaoy continuation 
sheep) . Include primary suspect# only. Individual# who may harp knowledge of thm 
suspect criminal activity, but who art not them## lve# suspected of bairn; involved, 
should be Vi a tad a a vltnaaaea under Itse 10. Prcrri.de any additional detail# known with 
ravpoct to prior referrals or affiliation#. 

SAXXi (first /XI /Last) 



I 

ADORXUi (Street /City/State/Sip) 
DATS 07 BIRTH i (Meath /Day /Tear) 


B# B. 


KcDcugal, Jaj 
Current Addrsss Unknown 


' 


SOCIAL SXCUR2TT 1*0* 


Unknown 


Raiatiaaahip to the financial institution: 


(Check all applicable blocks) 



If Wo, terminated resigned X . Data (Month/Day /T#ar ) i 

Describe circumstance#* (If necessary, a*o c ont inuation sheet) 

jKcDbugal resigned from the Board of Director# in&ec«cber\1985; however he 

H# w«i removed from 
RTC\in 2/89. 


remained active in the Association' • day to day businsssv^ Hi 
the Association when it was placed in Conservatorship by the 



\ 


ed, tried and acquitted in 1909 on chargas/etsmlng from his 
at Madison. Guaranty Savings 6 Loan. 



or business enterprise* 
1 X Tea Ko 


If yes to either or both, 


KcDcugal was s shareholder and Board Keener of the Sank of Kingston, which was 
at one-point-to be oeryed with Madison Guaranty; thrift records indicats that the 
merger was^ca_D.ed off due to legal ramifications. 

McDougal is a principal in tha fallowing business enterprises* 


Madison Marketing Designers construction 

KcDougal 6 Associates Madison financial corporation 
flowarwood farms , Inc. Whitewater Development Cor?., Inc. 
Ptohrook Kaoor, Inc. Rolling Kancr, Lae. 
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maddon GUARANTY savings a loan 
CUWTNaL R£FESJlAL coon 
AUGUST 31. 1W2 
PAGE 3 


Stuth-T^ickef-MeDougal Saith-McDougal 

PEUOX(S) SUSPSC7XD 07 Q. IX2XAL VIOLATION: Cceplete eubparagrap'&s fal throuoh f «1 on 
«.c» . a .p~rt.d of ocr. eJua on',, i„ =on?ini«ioo 

sheet). /Include primary^euapecte only. Indirlduale-^yho may have\knovledge of the 
8 u" P T5 t /f : iV n ir !^ 1 mc £ L ' ri *:Y' ' rt » ‘f* not, theoeelvee suapocted offing involved? 

should >e under I ten 10. Provide any additional detail. known with 

r««p«ct to prior^ referrals or Aft ilistioue. 

a. / ICAX2 1 first /XI /Last J XcDougal, Susan H. 

/ ADDASSSi (Street/City/State/Xip) Unknown 

DAT* OT BIRXHi (Xooth/Dey/fear) Unknown 

SOCIAL SICU^ITY HOt Unknown 

Relationship to the financial institution* (Chock all applicable blocks) 




\ \ y 

1# person otill affiliated with the financial institution/ 

\ - - T Tee X Ho ^ 

\ \ 

IS x^^torninatad , . resigned I . Data ( Hcntfi/Day/Teex ) t 


De8cribOv s circunJtanc*ax (If necessary, a as cdbt'Lrnat lea sheet) 

Susan XcOougal resigned frco tho Board of Directors in December 1985, but 
reaained actire in the day to day activities of the association* a subsidiary 
operations. 1 

gr or related rofarrale: 

__X ao 



la pereon affiliated with any other financial institution* 
- - - ■ x So Unknown at thia tiro 

i 1 X X 

or business enterprise 
1 Z 

I ! X 



If yeo to either or both^ 

! I v 

Suean XcDougel is a priacip 


i identify. 


-following business enterprl 14 


| - JipsS^in 

itadieoa Marketing Dee ignerSvConat ruction 

ttcDougal! 4 Associate a Kadisoa financial Corporation 
Plcwervood Paras, Inc. Whitewater Developaent Corp. , Inc. 
Ptobrook Kanor, Inc. Polling Xaaor, Inc>— 

Great Southern Land Co. Tucker- Kail th-KCDcugal 
SoXth-Tuckitr-McDougal Soith-McSougal 



thi^uck^^^cD 


■ ‘ n n L i 0 1 


41-390 97-3 
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MADISON GUARANTY SAYINGS a LOAN 

ou>ocal k-Eferjuu. axxn 
AUGUST 31, 1592 
PAGE 4 


PTR£OS(S) SUaPXCrJCD OE CRIXTRAL VTOLATIOKi Ccmpleta subparagraph* (a] through («] cn 
• a&h indi-riduai suspected of criminal activity. (If more tlm om, usa continuation 

sheet). Include primary euapecta__Qnly Indlyiduala who may have knowledge of the 

auspect erinlnal actirity^-but who tra not theoartve* auapected of being involved, 
•hould be listed aa witnesses under Item 10. Provide anykddltionsl derail* kacwn with 


raipacy to prior 


ior 

a. /lOXEi ( 7 £xart/KI/Lart) 
/ ADDRXSSi (Ktree' 


arral* or affiliation*. 


Anapa ugh, Lisa 


/ 


>t/Clty/Stat«/Sip) Unknown 


DAIX 07 aiRTHi (Mooth/Day/T*ar ) Unknown 

SOCIAL SKCURITT WOs Unknown 

Halation* hip to tha financial In* ti tut ion; 

I I 


(Check all applicabl* block*) 




Describe circurrtancea* 


Data (Month^Day/Year ) : 
(If necessary, usa continuation aheetj 


Prior or related raferralai 
Tea 1 _ Ko 

If Tai, please identify. 


affiliated with any otiar financial inrtitutii 
Ko Unknown at this tin* 


. Ia per* 

! r **\~ 

nea eotarpriee: 

X X Ko 

j If yea to eiubr^oc^hoth, plaaae identify. 

Anepaugh vu allegedly e^partoer with Susan KcDougal in several companies , and 
asairted KcDougal with her\" bookkeeping* for the KcDougal* */ various cocpaniae 
including t 


or bueln&ea 
i I Tea 



L 


onatmetion 


Madison Marketing 
KcDougal * leaociut** 
flovervood 7 arm a , Inc. 

Pembrook Manor, Inc. Rolling Manor, Inc. 
Great Southern Land Co. Tucker-ami th-KcDougel 
Smith-Tucker-KcOongal Saith-McDougal 


Kadis on rinanc ial-Corpcr a t io n 
Whltewabar Development Ccrp. , 
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TAQES 


rrpLAKAIIOW/DWCRIFTIoa or SUSPtCTZD VIOLATION. Provide « brief, oarrativg description 
o f the activity giving rise to the referral, explaining what ie -unueua or irregular 
about the transaction. Oatella will be provide d later in the fobs. The purposs of 
this paragraph ie to prcrrld»--*rTuaBeAr^ deecriptX&a-^nfthe overall transaction. (Lire 
applicable account numbers.) \ 

Bet vest/ r eb ru axy/198 4 and July 1987, James B. XcDougal , BuDaan H. HcDougal, Use 
Anspsugh, Jin My Tucker, Stephen A. Smith, Bill Clinton, Hillary\Bodham\ Clinton, and 
other/ individuals who are as yet unidentified, were principals in\at leant one, and 
possibly sore, of the following companies and/or business interests, each of which 
mainfcained/e checking account at Madison Guaranty Savings 6 Loan ("MC3L"): 

j Madison Marketing Designers Construction 

I McOougal 6 Associates Madison financial Corporation 

flowervood farms, Inc. Whitewater Development Corp., Inc.. 

I Psmbrook Manor, Inc. Rolling Manor, Inc. 

Great Southern Land Co. Tucker- Smith-KcDougal 

Selth-Tucker-McDougal Smith-MeDougal 

MCSL\ checking account histories from September 1984 through May 1985 were reviewed and 
analysed \for each of these entities (hereafter referred to as the "the combined 
companies” ) . The patterns that evolved from this review go hack to february 1984, 
possibly earlier, and occur as late as July 1987. / / 

\ \ / ' 

i this t 


During ' 


time fra 


or all of the principals of the aforementioned companies 


allegedly^ allowed, or participated in, niaeroue questionable' cseh flow\ and "loan" 
transactions b e t w ee n the combined companies, and other>finaaclal institutions . The 


transaetionsyreriewed and discussed herein will allegtiexcasslve ove rdrafts. resultino 
in unauthorised loans, check kiting, possible forgery_4-i.ifc 1 e% the TuryHCsart, extensive 
use of unauthorised' signatures), potential misappropriation of funds, possible illicit 
campaign contributions, diversion of loan proceeds, and potsatlal bank fraud; each of 
these actions, comp o unded by the extended tin* frame during which they occurred, lends 
causation to the probability that same or all of the KcDougal’s business associates and 
partners , the collective principals of these combined companies, had knowledge of these 
activities. The extensive nature of these activitii- ->^couldr^ellogedly constitute 
ongoing criminal and regulatory violations which lasted for'"v v peri^d N of three or nore 
years,! and co*Ud have ultimately contributed to the failure of' the Association. 

Although same of. these companies , such as Madison Marketing ^Madison financial 
Corporation, ahd fltewe u rwood farms appeared to be viable and active entities^ the others 
appeared to he ilttlevaore than shell companies with limited assets, whose checking 
accounts went) through^ sporadic flurries of activity, "money in/monoy out", then 
reverted back to minimal nalanees with very limited activity. The account histories 
indicate that! the cotisctlre checking accounts for these entities incurred very 
limited, if any, monthly^ervice charges, despite their below minimum balances, and 
limited overdraft charges regardless of the excessive n umber of overdrafts In several 
of thai accounts. 



An analysis of the aggregate checking accounts for these entit: 
and May 1985 reflects a minimum of 9S chock tr ans a ct ! 


ititisSbetw 
-occurring b 


j between December 1984 . 

ua a*y i7sj « wjlh i bt\,h m nm» -< w .wmglflg by and^i^tveen the 

combined companies and/or outside f in chela 1 institutions, totalling $1,019,122. There 
were ai minimum of 45 deposit transactions by and between the co mbined companies, 
affiliated persons and/or financial Institution a which totalled^$l,079,142. The 
resulting alnlmua number of "money in /money ^out^tx an se c t io n s ^for these comb ined, 
predominantly shell, coopanlee was $2,098,244 over^ar-siit-Hoonth period of time. To 
produee^ell checks from each account, eve n for a six month period of time, would have 
been cost ^ofclbitln *• well as labor intensive; therefore, only randomly selected 
checks and deposlts^arere produced from film for the 12/84 - 8/8S target time frame. 


The combined coopanlee "lent" one another in excess of $190,000 during the time frame 
of December 1984 through Msy 1985. There were 31 checks written, designated as "loans" 
by and be twe en the entities, that totalled 1192,884; however, there is no indlcatlo&rr 
of any form of r ep a ym en t between the entities. This prumiao lends support to the 
suspicion that the KcDougal'o were utilising these shall companies as a personal "cash 
cow* from which to generate funds for their own use. and to the -- — * 
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OS All Of 


business partners, including loan 



to out ■ id* financial 


instltutieaS' // on behalf of the various partner a hip*. The XcDougaia* allegedly furthar 
ia< aboil ' " v " 


and it* a rub* 


to_ futar — funtfafr 
ries for their ova' 


HGCL throughx HAdiaon Financial 
fit. 


Prea December 1984^Chrouqh Hay 1985, tb* personal checking" account of'' James and Suaaa 
KcDougal (account # 424) was frequently overdrawn, with overdraft amount a of up to 
S30, 000, lasting for two and three weeks at a tie*. During this time frame, the 
c o mbi n ed compaala* wrote at least 10 checks to Jama or Susan KcDougal, totalling 
SS3il70, calling the funds "loans". The minimum number of collective deposits from 
various sources shows going into the KcOougal's account during the rase tine frame la 
in excess of $690,000, with checks going out of the acco u nt totalling over $622,000. 

I / \ i 

Examples of Jaeee KcOougal's druse of position are clearly indicated in the number of 
checks which force paid through the KcOougal's joint checking account ini the target 
time frame. The significant amounts, frequency and time span of the ; overdraf ta are 
being alleged as unauthorised loans for the purposes of thla referral. ! Substantiation 
of, these activities is outlined in the following example** j j 

On 1/28/85, check # 577 for $13,181.07 was vrlttan froo the KcOougal’s account 
to Worth an Bank for a loan payment. The signature on tha check reads "Jamas I. 
KcDougal", but bears no resemblance to hi a actual aignature . / The day the check 
waiv written, there were insufficient funds in the account, y4t which juncture a 
\S 14/000 "personal loan" wan writ tan froo flowexwood yoraa>'- (check; # 179) to Jim 
KcDougal. (Susan KcOougal's aignature on the rlowerwood farms check had also b«o 
forged). Despite the 514,000 loan, the check to Worthen sank was force paid, 
overdrawing the KcOougal's account by $<4,116 . 9 J >7 where the balance remained 
untl\a deposit of $5,117.04 arrived from an -"-Unknown s ource. . 

On 2/7/83^, luaan KcDougal sent check # 589 for $3,154.28 to the IM> the day the 
cheek was written the account was overdrawn by S<3, 282.00, and when the check 
was force paid, the balance dipped to $<8,777,06>. The initial overdraft of 


$<3,282.00 was caused by the force payment of the previously mentioned check to 
-sWorthea Bank. 


ta\/4/85 


00^4/4/8 5 , Susan KcDougal wrote check # 686 for $3*000 to.the Sill Clinton 
Campaign rund; the check was force paid on 5/3/85 vhenthe sederunt was already 
i overdrawn $<7,897.73>, increasing the negative balance to $<10,89^. 73>. The same 
day, rioimrwood rants wrote a $3,000 check to Kadi a on guaranty, which wsa 
apparently Crashed | given the identical dollar amounts, the probability exists 
that thesi fuhds were also contributed to Clinton'* campaign', which, if acti ve 
aoiic itat ions fbc contributions were occurring, could have provided the impetus 
for his busies* associates to write checks totalling $8,000 to his campaign 
fund, one of wfclcb^put the KcOougal's own account in a $f<10,000> negative 


I 



On 4/19/83, check # fob.535,000 was written on the KcOougal's ^account to 

rlow er wood farms; thisNcas dhne to ct aver Plowerwood's skirting overdraft of 
$<S0, 994. 18> which occurred vber j <86,(12.68 cbeck^tb Kadlson Guaranty was 
force paid. The $86, 612. (Setback (#l98^waK_3_io»»^*y»*nt on KeDoOgal related 
loen #1591. The date that thk^check for $55,000 vm* written, tie KcDougal a 
account balance was 519,429, and w*s subsequently overdrawn by $^8,077.82> when 
the check was force paid, documenting just one of many instances of check 
"kiting. * The overdraft statue on tE*-- KcDougal* • accoutre was remedied by a 
$29,209130 check from Kxeeucar, Inc. (allegedly-tbe-^cab leasing department" of 
"Kadi sou Financial Corporation) , which was noted as a "refund on black 280 ax 
Mercedes which had been purchased by the KcOougal's on 4/18/85. h similar 
"ra fund "Vitu^t Ion occurred with a $37,149.30 Madison counter check, written to 
Jim KcDougal for an "85 380 C. Kercedee", signed by Henry (or Harry/ signature 
almost illegible) Hamilton. Jim KcDougal had previously written check # 691 for 
$37,149.30 to Execucar Inc. on 4/9/95. In ooe instance, the funds were rebated 
to the KcDougal *e when their account balance was in an excessive atat# o- 
overdraft. 


« i “inn. 
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• On 5/24/85, check 0 760 for $£3,233.29 <ai iasued from cis KcDougal ' a account t= 
Union Watiooal Bank, allegedly for a loan payment. The data the check was 
written, the KcDougal' s accgunt_canta Lived a balance of $963.19; Jin KcDougal 
procured loan #27 6 A^for'l 3 3 ,000 from mSL, depaaiting tuba funds into thalr joint 
account to cover" the check to Union SationaX^Bank. Howw, daapita t be 
deposited lean p r o c ee ds , the 583, 233.29 cback vmcvforca paid, put tin 7 ths 

/KcDougal' s" account balanca at $<4,096. 03> \ 

It ahould also be pointad out that the KcDougal'* clear ly diverted funds from thalr 
HOCL home,/ purchase and improvement loan of $381,502, funded la 2/8S, for other 
purposes./ Over $100,000 van diverted for the purpose of bringing principal and 
Interest, payment a curraot on flva separata MCA loans, as evidencad by KcDougal check 

# 611 for $9S, 362. 62, and eback 0 612 for SS.6S9.17. It should be further noted that 
cback #616 for $4,500 wee written free the loan pr o c eed# to lorena KcDougal, a 
relative, for undisclosed purposes. 


In addition to KcDougal' • blatant siieuse of position in allowing bis personal account 
to exist In such an overdrawn state, be allowed the isa* cl x c ue e t ances to occur with 
the combined shell companies as well. B et we e n 12/14 and S/tS, there were 16 ov er draft 
situations within the accounts of the combined ccopaolss. The majority of these 
overdrafts were cured by deposits from one c ompany to another, sometimes by “kiting* 
funds between accounts in which insufficient balances existed. Thls/ellegedly happened 
on at least two occasions with Whitewater Development, who evidently bed another 
account (possibly at Bank of Kingston, now Kadlson Dank 6 Trust), /into which funds were 
deposited from the KCSL Whitewater account, laavlng it in an overdraft status. 

During the target time frame, Whitewater Development ^wrote a mTr * of- 10 checks, 
totalling 170,639.41. Of these 10 checks, five che ck s totallin g S60.62S we re written 
on insuf f ieient " funde. The eoauing overdrafts ware — cov ered funds froca the ocher 

c cabined companies, some of which were provided by beak loans, kxra of the Whitewater 
checks with sore significant dollar amounts, sueh as cheek 0 111 for $7,300, and 0 129 
for $5,071.23, were payable to The Bank of Cherry Valley for principal and interest on 
two separate loans, and ware written on insufficient funds. Check 0 118 was force paid, 
ovardr awing Whitewater's account by S<7,492.04>, where, tha-baljuice remained until check 
4 152 from Tucker-Bedth-KcDougal for $7,S00 was deposited intb-Whltevater * s account. 
The circumstances surrounding Whitewater check 0 128 we r s T ^-aiailar v only the deposit 
caaei from the combined accounts of Boiling Manor, Tucker- fcaith-KcDbugel , Wlowerwood 
farms and Pemhrook Manor. Xavirica Smith, principal and/or loan oft icer\ of the Bank of 
Cherry Valley, is allegedly a long time associate of Jim KcDougal. Smith was also a 
frequent caller no. Jin KcDougal, according to the MCSX, phone massage logs. 

1 \ X. \ \ 

lach instance in which'Whiteweter ' a actio n s resulted in an overdraft, no service charge 
or fees were assessed, with the exception of two In 1985, both of which were refunded. 
The two largest checks written by Whitewater during this time frame, cheek #137 for 
$25,000, payable to Orark* Realty Oo., and check # 128 for 530, OOD, payable to James 
KcDougal (alleged "loan repayment* - although the records ebmv no indication of any 
loan, from KcDougal to Vh L t ewet er)\were both forced p4ld as there were insufficient 
funds in the' account to covsr'eitheir-cbeck. when the $25,000 check paid, placing the 
balance at $<24,470. 90>, the overdraft was-jrov e red by e check^froo flowerwood farms for 
524,455.90 (the amount of the overdraft, lee»~the_ IIS— service charge which was later 
refunded). The Tloverwood funds cemsKimo the pr oceeds of e $135, 000 ^dashiera check 
drawn on Stephens Security Dank, itephaas, Arkansas. The $30,000 check written from 
Whitewater to James KcDougal was written "when Whitewater had a balance of $270.13. 
When the check was force paid, the balance went-to $<29,744,87>^where it remained for 
two weeks until a $30,000 check from Kadlson f inancldl-OorporatioQ (subsidiary of KC 6 L) 
waa deposited into Whitewater •* account. There was no explanation given as to why 
Kadlson fiiiancial^wuld have given (or even “loaned" ) Whitewater Development $30,000. 

At this juncture. It should be noted that shortly after the target time frame, in 
October 1985, the MOST, Board of Directors m inn tee reflect that Kadlson fina n cial 
Corporation wa# overdrawn bry $2.7 alii Lea > the Board subsequently voted to call the 
overdraft “an investment in the service corporation*, as up to 6 * of the associations 
assets could be invested in service co r po r at leas , from a regulatory standpoint. It 
should be farther noted that the $30,000 ebsek Janes KcDougal received fro m Wbitewetsr 
was endorsed £ 0 ( Barth Movers, Inc. , (whose principal is fereex senator 1. ». fulbrictti 
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who subsequently eodorsed it to kidlson Guaranty for the purpose of obtaining « 
cashier's check (drawn from jeGJSL^c count .#.1501312, transaction #7801). The cashier's 
check la currently unavailable, ao the final destination of the fund* la y«r 
undetermined. 


la addition, it/Should be pointed <rot that the records of the former HOST. chief 
Financial Officer, Greg Toung, raflact a $30,000 ‘reaerve- payment anticipated fraa 
Whitewater Development La 10/8S for an ‘engineering survey"; tM« information appears 
on a flow / chart relating to Kapla Creek firai, a land inveatmaot / aubdivia iar. 
development of Madison Financial Corporation, and a second tier subsidiary of Kadlaoa 
Guaranty Saw Lnga 6 Loan. In addition, every month during the target tine frame, Susan 
Kr Lou gal dapoeited a check for $285.13 fro® Logan Charter Service into the Whitewater 
account; theae funds were diverted from tha Bank of Kingston to whoa they vex a all 
payable, and endoraed try Suaan XcDougai to Whitewater’ a XCSL checking account in an 
apparent; effort to keep a m-ln Inal balance in the account. 


forgery la also alleged to be a poasibla factor La aeveral of the checks writtea on the 
Whitewater account. According to the MCdL signature card for Whitewater Development 
Corporation, Inc., the only eignatory oa the account ia fuaan XcDougai; however, tha 
aigeature oo the card allegedly bears little resemblance to fuaan XcDougai 'a actual 
signature. It ia interesting to not* that the $23,000 check written on the Whitewater 
account to Oxarks Realty Co., has "Janes 3. XcDougai" signed to it/even though he ia 
not a signatory oo the account. The signature on the check was allegedly signed by 
someone elae, whose handwriting bears a striking resemblance to that of Lisa knapaugh, 
a XcDougai bueiness aaaoclata in a number of other aatarpriae*. In fact, ha. Anspaugh 
allegedly forged or signed both James and Suaan XcDougaU* signature to checks drawn 
on all of the combined companies accounts on muserou* occasions dur ing the t ime frame 
in question. Although at least oae af the checks written-by-Whltewater to the Bank of 
Cherry Valley wee actually signed by Jim KcDcugal, moat of then were signed ‘James 8. 
XcDougai", allegedly by fuaan XcDougai or Liea Anspaugh. If tbeee wexa not actual 
inatances of forgery, per as, then thare were cartainly numerous cases of unauthorised 
aignaturea on the accounts. That being the case, the XcDougai *s apparently set few 
parameters for ‘signature authority" on their peraoaal and corporate accounts, with 
multiple^ checks showing no less than three different signatures for. "James 8 XcDougai" 
and no leae than four different signatures for ‘fuaan H xeDougal"X'v. 

X xx 

An overview of the Whitewater account history supports possible criminal action on the 
part of fuaan XcDougai, Lisa Anspaugh, and at least oae other individual, \t or alleged 
forgery, or unauthorised signatures in the name of James B. XcDougai (and in the case 
of Lisa Ana pa ugh v the name of Susan XcDougai) oo mime roue checks. Ia addition, the 
fact that James XcDougai was not a signatory on the account, but signed checks 
regardless of that feet, shows his reckless disregard for regulatory requirement* and 
banking laws. KeDougai"* documented willingness to allow the frequent overdraft status 
co the Whitewater account, ensuring that loans payments were made and corporata 
obligations met, served his own benefit as well as that of sod* or all of bis business 
partners . Although circumstances point to the probability that eon* or all of hi* 
business partners were aware of the^actlvity taking place within the Whitewater 
partnership corporate checking accounts, there is insufficient evidence at this 
time to p ro ve that they had knowledge. Consequentl y, th eae-lndlvlduals will appear on 
the list of witnesses contained at th*v«nd of this referral. 


Similar instances 
whose principals t 
following examples 


era allowed to occur with the account of Tuck*r*d«ilth“McDougal , 
era James XcDougai, Jim Ccy^Tucker and Stephen A. Smith. The 
are notedt 


on X/'Jl/JsXcheck #161 for $3,894.66 was written to First Oc e xser cUl Sank for 
" interest ^otk*''coms»#roiel loan. James XcDougai* a signature was allegedly signed 
or forged by fusaa XcDougai, who was technically the only signatory cm the XflfL 
■Lgnatuxe card. The data the check was writtsn, the account did not contain 
sufficient funds, and subsequently went into an overdraft statu* of $<2,9S3.00> 
when the check force paid. The ovsrdrift was cleared with a check fro® 
riovmrwood rams (#176) for $3,SOO on 1/28/85. 


57 


Madison guaranty sa vinos a loan 
CRIMINAL REFERRAL OOff! 

AUOL'ST TL L5*73 
PAGB 9 


On 3/13/85, caack #166 for $4,000 waa vrittan to Citizen' a Bank for -raleaaa deed 
KAdiaon County". J ana a hcDcrog* r~ a* ignatur*- vaa yet again allegedly signed by hi* 
wife. Suaaa. The-date the check wu written, '~Che^Tuck*r-Seith-McDougal account 
did not coirtairi'aufriciant funda, and tha account went into overdraft rtatua of 
$<3 , 027 . 69>^Whaaa the check van forca paid on 3/19/83. The account maintained an 
©^''exdraft'atatua until 4/9/83, whan a dapoait of $9,189.65 wan received from 
riovereood farm* ( chack $ 193J. Tha fund* from flovarvood farm* vara exactly 
anough to cover t he existing overdraft, plua cover Tuckar-salth-kcOougal chack 
# 169 for $3,664.73 which had bean written to Citiaen'a Bank of Karahall, 
Arkanaaa, oa 4/1/83 before thora vara aufficiant fund* available to honor tha 
chack. 


3/11/85, firat Kortgag*, Lno. vro t a chack 0 5923 for $1,150 to Kadison 
Guaranty Saving* and Loan. Thi* chack va« allegedly aadoraad by Suaaa kcDougal 
^ or Kadiaoo Guaranty, and deposited to tha account of Tuckar-Siaith-KcOougal tha 
day bafora a $2,300 chock vrittaa to Whitewater cleared tb* account, leaving a 
balaaca of $72.31. 


Similar inatancaa involving tha Tiovervood farm* account hava been previously evidenced 
through tha axaapla* uaad in conjunction with tha KcDougal’* personal checking account. 
Additional apacific information oo activity in aacfa of tha ccebinad account* will b* 
forthcoming in tho chronology cf avant* vhich followa. 

V \ / 

Tha axtant of tha foragoing activities will substantiate thi* raf mrrai * a allagatlona 
of chack -kiti ng b at* sen tha ralatad act itiaa <*t ha combined c-unp anlaa a a vail a a 
tranaactiona between kcDougal 'a personal account amd-^the combined Caspars la a . Thia 
rafarral will further allaga that, daa to tha extended <■>* thaaa 
tranaactiona occurred, thaaa actions vara probably loan. to aocaa or all of tha 
principals of tha combined companies. Bach of thaaa principals appaar on tha witness 
list, as there la insufficient wvidanca at t*»,ia *±mm. u previously atatad, to prow 
th at thay had kaowladga of thaaa activitiaa. Thia rang* of eventa furthar aarvoa to 
support tha allagatiooa of forgary, cairuae cf position# diversion of fund*, and 
prcoabla bank fraud aa vail aa conspiracy to defraud ^h* Ihatltution on tho part of 
Jana* kcDcugal, Susan KcDougal and Lisa Anapaugh. \ 


KcDougal 

\ 

GIVI A CaSCWDLOCICAL AJtD CCH3>Lm AC 
■heat, if necessary.) 


fUTT CJ T23 STSPSCTXD VIOLATION; (D*a continuation 


\ 


v to documents and attach copiaa of those document* 


Aalata k *7 avant# 

\ 

ror purposes of clarification, tha folloving chronology of avant* is broken down by 
antity account, and in tha v c aaa of Jtaaa 6 Suaan kcDougal, by individual#. 


tha. can 

\ 

and Busan a. KcDougal*. 


KG&L Account 0 424 


1/26/83 Chack 0 S77 for $13,181*07 vaja laauad to Worthan Bank for principal and 
interest payment on- a loem*^ Jama* KcDougal’ a signature appears to have 
b**o forged, or slgaad^by an unauthorised party-on hi a behalf. Thara vara 
inaufficiant funds in tha account~~Qact— data chack 0 377 was writtaaj “ 
however , tha KcDougal ' a received a -personal loan* of. $14,000 from 
T lovervood Tame, Inc. ( check 0 179 - showing an allagadly forgad -Susan 
kcDougal- signature) on l/29/S5>-D«rpit# tha $14,000 .-loan* /deposit , the 
chack to Worthan Bank was forca 'paid^ cn 2 /6/&3-y^iaaving tha account 
overdrawn $<4,116.97>, where it remained until 2/7/83 wham a deposit of 
" 3 , 227 . 04 was received from an unk=»wn source. 


a /V83 Check '#"589 for #3,154.28 was issued to the 123. Tha check via allagadly 

signed by Suaan KcDougal. On the data it wee written, tha account via 
overdrawn by $<3,262.00>. Whan tha chack cleared on 2/19/83, tha 
•ceount’a overdraft statu# increased to $<8,777.05>. As previously noted, 
tha initial overdraft rtatua on tha account was caused vtea chack # 577 
for $13,181.07 to worthan benk van force paid. '7’" 
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2/19/85 


2/19/85 


2/20/85 


2/21/85 


2/22/85 


2/22/8S 


2/26/85 


2/27/85 


3/10/85 


, Check # 611 for 595,562.62 was Issued too Madison Guaranty SaTLagi c Low, 
'for principal and__inter»*tr"p*yiDant*--©a_f Ive KcOougal related loana. Thia 
check cleared'"? ran loan proceeds of S35I7S02.80 deposited to KcGaugal’a 
account 2/22/8 5. The proceeds were designated “purchase And rsnov.ticn 

of hen 1 for tha KcDougala; S ox t T tr, or*r 5100,000 of tha \ proceeds vara 
ultimately dirutid for the purpoaa of bringing other debt current . 


Cheek 0 (12 for SS, (S9.17 vu issued to Madison Guaranty lavinga 6 Loan 
for intarert on a KcSougal related 585,000 unaacured coooercial loan. 
Again, the check cleared through the funds provided by proceed a from tho 
bane loan. 


A deposit for 51,000 waa credited to the KcPougal's account; the depoait 
wee check 0 181 fren ricwervocd raros, allegedly signed by Susan KcOougal, 
and deposited to their account when it wae overdrawn S<11,687 -09>. 


Check 0 615 for 5178,301.02 waa issued to Kadlaon Bank & Trust (formerly 
the Bank of ring at on) to payoff “#4 Bethsvood Mortgage at fulamhi Sank*. 
04 Settrwood ia the addreaa of the KcOougal ‘s new hcoe. It ia reccooended 
that the Tulaaki Eaak records be reviewed to verify thJLe information. 


/ 


A depoait for $10,000 was credited to the XcDou gal’ ^account; the fund* 
coming frocn Madison Marketing check 0 238 payable to Sue an KcOougal, with 
no specific stated purpoee. Prior to thia depoait, the KcOougal 'a account 
was overdrawn S<8,612.05>. ^ 


Loan proceeds, in tha fora of CaahiaLr'a Check 0 1218 — for— 502, w 
dapoaited into the KcOougal ’a account. As noted, thia loan waa for 
atatwd purpoaa of purchasing and raaovatisg a h ooe. 


Jin 
As the 


Check 0 616 for 54,500 waa issued to Lorene KcOougal. ona at 

KcOougal '■ relative*. Thia check did not indicate a specific purpoee, 
cleared through the funds provided by -Jhe "loan process. 

KcOougal* e were contributing to the Clinton Ciepaign fund during this time 
s^fraae, it is reeonsnended that a further investigation "be undertaken to 
determine the poeelbility that theee funds war ax provided to Lorene 
KcOougal for the poaaible purpose of m a kin g additional campaign 
contributions on behalf of the Kcoougala or Kadleon Guaranty. 




Checks/ 627 for 5450 waa iasued to Lorene KcOongal. Again, there was 
designated purpoee on the check, which raises tha previously unanswered 
gua*tion.\ Bo the hecks to Lorene KcOougal were aigned by Suaan KcOougal. 


ion. \ Both cha 
0 157 fbr 54^ 


Check 0 157 fbr 54,100 was issued to Kadiaon Bank 6 Trust for interest on 
loan 0 3376. 72X This check also cleared traa the borne loan proceeds, 
1 t**j f k* dollar amount of funds diverted for other debt 

$100,000. X 


over 


It appears that the KcOougal* a sacfa~kbp t th eir own aet of checks for their 
account #424, and would apparently write checks from which' ever pad waa 
available at the time. The numbers ca the checks frequently range 
over the spectrum ia a non- sequential order. 


11 


0 158 for 58,250 was issued to Jlobert T. Wilson for 'payment or 
. Wilson's specific role in thia transaction has not been defined, 
oor^has^the purpose of the 'note* (loan) in question. Jim KcOougsJ 
Allegedly signed thia check, which appears to be a fairly rare occurrence. 


0 178 for 513,248 was Issued to Haynes Auto, with no specifically 
stated purpose, but would appear to be for the purchase of a car. 
check is signed -Suaan KcOougal-, but does not appear to be Suiar 
KcOougal* a alleged signature. This check cleared from tho hooe 

The MM day check # 179 for 51,738 waa issued to Haynes Auto, 
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3/10/85 


with no specifically stated purpose, end cbeck R 180 for S13,2SO was 
written to a J lr-^ Charles Sroneon7nror- : onL.specif Icelly stated purpose. kl 1 
three of these cheeks, totalling $28,236, cleared from the proceeds of the 
McDougrlT* i hooe loan. 

Cheek # 181 for $4,852 via issued to ITT Rruse lot. the oaoo field shows 
several loan numbers. It ia ct c em ao dtd that records be subpoenaed to 
d stamina the nature of, and participants in, thia loan. 


3/19/8S Madison Guaranty favings issued chsck 0 2104 for $30„750 to James 3. 

KcDougal for ’reimbursement for Itoa auto purchased for Leasing 
Department*. It ia recommended that further investigation b» conducted to 
ietenaine if thia waa re labor # a m e n t for the $14,980 ia checks written to 
Baynes Auto on 3/10, aad possibly the $13,230 check also writ tea on 3/19, 
to Charles Bronson. If thia ia the case, the cheeks written oa 3/10 
totalled $28,236, indicating that James KcDougal was reimbursed fcr $2,514 
that ha did not actually spend. 


3/29/85 


4/4/85 


4/9/3S 


I 

4/17/85 

4/18/83 


Cheek 0 676 for $11,000 was issued to <guepew Title Company , with no stated 
purpose. This transaction would aeeo to indicate the possibility of a 
fornai real estate sale or closing of aooa type; possibly related to the 
purchase of the KcDougal' a hose, or related in aooe sannsr to the $25,000 
tranaactioa between Whitewater Development and Oaarks Realty Company. It 
is r ec o mm en ded that the guapav Title Company and Oaarks Realty Company 
records be reviewed to assess the purpoae^or the $11,000 check from the 
McDougala, and it ‘a potential relationship to Whitewater end Oaarks 
Realty, if any. — — 


0 688 for $3,000 was Issued to the Bill Clinton Campaign Fund, and 
allegedly signed by 8usan KcDougal. The account balance on the date the 
check waa written stood at $<7,897.73>> when the check cleared on 5/3, the 
overdraft statue increased to S<10, 897. 73»~: — The account balance remained 
at thia level until S/9 when $3,281.21 waa-d#poslte<L^from an unidantlfied 
source. 


Check / 691 for $37,149.30 w«a Issued to Sxecuear, lac., allegedly a 
subsidiary of Kadiaca Financial corporation. The check did not atate a 
specific purpose. Whan the check was written, the account had a balance 
of N '$34>S3S. ,78; the check cleared on 4/12 overdrawing the \ account by 
$<10,Q75.00>. funds totalling the exact ease amount were deposited into 
the KcDougal/ s account on 4/22; the source being a Madison Guaranty 
Sariags 4 .Loans, counter check for $37,149.30, allegedly signed by either 
Barry or Henry Hamilton, with the notation a 8S KS 380 IL*. It ia 
conceivable that KcDougal purchased the car, and then eold it for the seme 
amount two wwake later. However# when considered with the feet that e 
•jjallar situation occurred with KcDougal and Krecucex 9 days later on 
4/18, the eele/pumhese theory^ b e co o es Increasingly implausible. 

hi deposit of $33,000 was- credited to the KcDougal** account; the source 
remains unidentified at thia time, but research continues# 

Check 0 697 for $29,209.30 was ^issued to Rzecucax,^Inc. for a black 
Mercedes. The sane amount was refunded — to thar"KcDougal* s account by 
bscucir on 5/1/85 when their account was overdrawn by $<28, 812 . 96>. By 
-■khis -point the KcDougal* e have evidently purchased, and either returned or 
eold>Z^teo expensive oars in a 10 day period of time. It is recommended 
that these transactions be further investigated through the records of 
Zxecucax, Inc. to determine that nature of thia activity. 


Check 0 699 for 153,000 was issued to Flowerwcod fares; this was a "loan" 
to cover Flov«rvood*s existing overdraft of $<50, 994. 17>, which occurred^, 
as a result of as $66,612.68 payment to Madierm Guaranty Savings & Loan on' 


4/19/85 
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McDougal related loan. At the tin* the $55,000 check/ ’ lam* t0 
riovervood wu written, the McDougal* s had 519,429.50 La their Account. 
When the check w ee force paid on 4/23, thw McDOugel 1 • Account was 
overdrawn by $<3 8 , D77T32 > 


S/1/85 

/ 


Check >"723 foe $1,207.30 «u Issued to KadisonGuaranty for the April And 
March paymsnts on McDougal related loan # 1064. The account vu overdrawn 
*c7,897.73> whoa the chock fore* paid on S/3/8S. The end result of this 
transaction appears to be tbs McDougal * s overdrawing their account, 
resulting in an unauthorised "loan* from ths Association, La 1 order to pay 
the Association for thsir April and March loan payweats/N thars appears to 
be little, if any, logic to these circumstances. 


S/1/83 


•r ti 


Check 0 704 for $50 was issued to the Democratic Party of Arkansas, for 
the purchase of ”2 Jeffsrson Jackson Day dinner tickets*. rha account 
balance was $<5,826.36> when the check force paid. 


5/15/85 


Check 0 748 for $20,000 was Issued to Kadisoa Guaranty for, the purchase of 
Cashier's Check 0 2704. The remitter on the Cashier's Check wsa Barth 
Mover's, Inc., whose principal is J.w. rulbright, former Senator from 
Arkansas. rulbright endorsed the check “for deposit only to Riggs 
Rational Sank* on 5/18. On 5/20, $20,000 vaa deposited into McDougal* s 
account which was overdrawn 5< 17 , 682 . 2 0> at the time./ The source of the 
deposit is undets rained at this time- It is recortseaded that Riggs 
Rational Bank records be reviewed to determine the, possibility thst these 
funds traveled from rulbright back to McDougal .If so, this tranaaction is 
^likely candidate for possible check kitlagr 


A deposit of S8,J70 was credited to __McSougalr i e — account, ^ which was 
overdrawn S<26,052,20> at the time. The funds came from Fiowervood farms 
check 0 204 for 5190, Peabrook Manor check 0 128 for 55,300, Great 

Southern Land Company check 0 L26 for S180, Rolling Manor check 0 212 for 


S/24/83 


S2 , 400 and McDougal & Asaociates check 0 107 for $300 

was designated as a “loan' 


Each of the checks 


Rational 


Check 0 760 for $83,333.29 was Issued to Union-Mat ional Bank. When the 
check was written, the account contained 5963.1). MCDougal borrowed 
5,000 from MCRL (loan 0 2764), and the loan procee d s were deposited into 
their account to cov e r the 583,233.29 check. However, when the check 
cleared on 5/31, it was forced paid, leaving the account with an overdraft 
balancsrvpf S<4,096.03>. \ \ 


Whitewater Develi 
Principals! J* 


Account 0 2301315 




12/7/34 


ration, Inc., 
lougal 

Bill and Hillary ROdhaa Clinton / I 

\ \ / 

The Whitewater account was overdrawn by approximately $<6,000>, when a 
deposit for $9,310 hroughtthe balsnce up to $3,423.65. The deposit was 
made up of fund# frosi^the ecccMxntS -Of the ^ oachined companies! Tucker- 
imith-McDougel check 0 159, for 51,600, Rolling Manor check 0 / 199 for $330 
mH Pembrook check #130 for $7,100. Bach check wae designated ss a 

•loan* to Whitewater, and each'-check “ u allegedly signed^ by either Susan 
McDougal, or Lise Anspangh signing" ae Cue an McDougal ^once the deposit was 
credited, Whitewater issued check 0 HT-for- $3 ,27^13 to the Bank of Cherry 
Valley, taking the account balance down to $147.47. 


1/4/Q5 


The 


ChVck//'"128 for $5,071.23 wee Issued to the Bank of Cherry Valley. T 
check wSls signed ‘James B. McDougal* (who had no signature authority 
the account) allegedly by Busan McDougal, based on the handwriting. This 
check cleared the Whitewater account on 1/11 - the dey after a deposit for 
$4,660 was made to Whitewater by the combined companies accounts. 


n 0 b 1 0 b 
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1/10/8S 

/ 

1/22/sy 

/ 

/ 

/ 

2/15/83 

I 

2/18/83 


WMtawatar received * deposit for $4,660 frt» x tbe cmbinod ccco^v 
/accounts of tolling Xannr, Tucke r Smith NcDougai, flovervood farma^and 
Paabroofc Kano r*_Jar±nging the account-balance to $3,099*27. 


Clack >--i29 for $1,000 wii issued to Whitewatax^Developeaent Corporation, 
with^the notation *Acct 317.3“, Thia clock cleared on 1/28; the same day 
that flowervood faro* issued clock # 177 for *1*000 to Whitewater 
bringing the account balance up to $1,446.07- without, the benefit of tin 
dapoait from flower-wood, tlo clack written by Whitewater to\ tha Bank of 
Qarry Y allay would hava been insufficient. \ 

&>•<:* * 132 for $3,000 waa iaauad to dria Wed* (an appraiaar, according 
to KiSL Board X l n utaa) , with no epacific atatad purpose. Tla check waa 
signed * Jaa»a 8. KcOougal*, allegedly by Susan XcDougal. This clack 
cleared on 3/13, when tla Whitewater account was already overdrawn 
$<l,89l.03>, increasing tla overdraft to pc4,891.03>. On: tie,' mm data, 
tier* wm* a dapoait aade to tie Whitewater account fron tla combined 
coopeniea account*, curing tie overdraft. / j 



Clack # 133 for $1,625 was iaaued to Charles X. Jama* 'for ' accounting* 
services. The clack was aigned "Susan KeDougal", allegedly by eooeooa 
otler than Suaan McOcugal. Thia deck cleared on 2/21/85* putting the 
account into overdraft atatua by $<1,192.06>. Tla/ account affectively 
atayed overdrawn until 3/13, whan three dapoait* .(two from the coebiaed 
coepaniaa and one from an undetermined aource) totalling^ $8,800 war* 
credited. Tie depoaita were for 33, SCOi^ffoa the combined, accounts, 
32,300 from Tucker Smith MeDcugal, and SJrC'OO from an unidentified source. 
^ tT,ri \tle proximity of thia dapoait to 5le-_*iT^OO-chac3r^«Tlttan to dria 
re co mmen ded that further reaeercl be conducted to deteralna 
tl« 'possibility of Wad# ’refunding* the $3,000 back to Whitewater, which 
could account for the "sy story dapoait.* 

2/21/85 deck # 134 for $1,000 waa Issued to Whitewater Development Corporaticn 
with tie notation "Account 317.5*. The del# thV^deck waa written tha 
account balance waa $<1,192.06>, and when the^cleck cleared on 2/28, tla 
^overdraft status increased to $<1,906.93>. rvidencaN points to tie 
probability that tie KCSL Whitewater account was allegedly /swapping", or 
kiting, decks with a sister account at another bank, in order to maintain 
ascertain account be lanes. 

2/ 7 /85 for $630 was issued to Charles James, again for "accounting* 

“*■*!«*** This check cleared tha account, taking tie balance to 3238.97 

“ w '\\ / i 

3/22/83 deck 0 137 fbr 325VOOO wma issued to Osark* JLealty Company; tl* purpose 
wae not stated on tle^deck. Thia check wee aigned /James 8. XcOougal, 
allegedly by Lima Anepaugh, based on tie handwriting. The date the check 
was written, Whitewater* a account reflected a balance of 5258.9/7; wh*n the 
c ^e*"k force peid an 4/1, tie account s was ove rdrawn by $<24,479.90>, which 
included a IIS overdraft^ charge that was later rebated. /Tha account 
stayed overdrawn until 4/9 x ehao a $24,455.90 depoeit was/received from 
Flowarwood farms (check # 1941. This deposit amount/ wras exactly the 
amount of the overdraft, loss the^SlS o v erd raft charged riowervood farms 
provided the funds from a $ 13 5, 00 <T~"~ cashiers — check drawn on Stephana 
Security Bank of Stephans, Arkansas, which had previously been deposited 
if a account . 


According to varioue Oklahoma, Texas and Bow York newspaper report* froa 
Karel 1992, this could lave been the time frame in which Whitewater was 
conducting transaction* regarding tie house that was allegedly purchased 
and eubeeguently aold by Ka. Clinton. It is reco mm en ded that th*T" 
Whitewatar and Oxarks Realty records be reviewed to determine tha 
poaaibility of any existing relationship betwe en those two transaction*, 
and the nature of any aucl relationship. If found. 


r\ n i 1 A 1 
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4/9/8S A deposit of $24,455,90 was credited to Whitewater * a iccoont. Ke 

previously noted, t he funds cun fraa Flovervood fins check t 194. 

4/ 19 /SS Check $ 138^fox $30,0C0 WU issued to James-h* KcDougal 'with the notation 
•loan rtptyoMf. When the check wee writtan>^tha account balance was 
/ $270 . II; when the check force paid, the account was overdrawn by 

/ $<29% 744 . 87». This check was signed "Susan KcDougal*^ allegedly by Lisa 

Aaspaugb. James KcDougsl endorsed this 130,000 check th Xarth Kovecs Inc. 
<J. V. Fulbrlght), who in turn endorsed It to Had Is on Guaranty for the 
purchase of s Cashier's Check, drawn fraa tGtL account 4 7001312, 

transaction 4 7801. Research to locate the f 11a of the Cashier's Check Is 
continuing. ' 



4/29/85 Check # 139 for $17 wee Issued to the Arkansas Director rinanca 

Administration for ths 1985 corporate franchise tar. The check was signed 
•Susan HeDougal", allegedly by Llaa Anepaugh. 


4/30/8S 


A deposit for $30,000 was credited to Whitewater ' s account. The funds 
were pr ow Id ed by Kadisoa Financial Corporation, but no purpose was stated 
on the check. This deposit brought the Whitewater balance from 
$<29 , 744 . 87> to S2SS.13. It is recommended that the records of Kadisoa 
Financial Corporation be reviewed to determine the / «peci£lc business 
purpose of the funds remitted to Whitewater Develop m e n t . The check from 
Kadisoa Financial was signed by KGSL Chief Financimi Of f icar , Greg Toung, 
who was also responsible for cresting the pr e viously referenced 'Reserves* 
spreadsheet (see referral suanary) in which a^IO/SS $30,000 •engineering 
\sur**y" fee was to be charged to (or reserved from) Whitewater 
Development . 


Tuckar-Smlth-KcDougal, HCSL Account 4 23013S3 
Principals! James B. KcDongal 
Jim Cuy Tucker 
Stephen A. Smith 


1 / 22 /as 


2/7/as 


v Check 4 161 for $3,894.66 wan issued to First Cnm e r clal Sank for interest 
otKt loan. The check was signed * James B. KcDougal*. allegedly by Susan 
KcDougal. James XcDougsl does not appear on the signature card as a 
signatory on this account. The date the check was writtan, the account 
balance did not contain sufficient f u nds; when the check cleared on 1/28, 
the account was overdrawn $<2,953.00>. The same day. Flower-wood Farms 
made a $% SOO-v'loan" (check 4 176) to Tucker Smith KcDougal, allegedly far 
the purpose of x coverimg the overdraft. 

<2teck 4 162 fbr $3', 000 was issued to James B. KcDougal as a 'personal 
loan*. The checkwa* allegedly written and signed by Susan KcDougal. This 
check was deposited to HCDougal's account along with a check from Kadisoa 
Financial Corporation' for $2>127.04 noted as •salary' on ths deposit slip. 


2/14/85 


/ 


Check 4 163 for $300 was'issued to James B. KcDougal for "petty cash. 
This check was also allegedly. written and signed by Susan KcDougal. 


2/17/es 


Check 4 164 for $1,600 was isaued^to Charles X. Jamee^for •accounting" 
services. The check was signed • 8u jran-XcDougal^ allegedly by someone 
other than Xa. KcDougal, and appears to be the signaturs showing on ths 
'-ectual^KOaL signature card. As previously noted, the signature on the 
account signature card is not believed to be that of Susan KcDougal. 


A deposit of SI, ISO was credited to the Tucker Smith KcDougal sccount; 
according to the deposit slip, the funds were related to "Robert 
Armstrong*. However, the check was actually payable to Kadisoa Cuarauty- 
Savings, and endorsed on behalf of Kadisoa Oaararrty, allvgedly by Custn 
KcDougal, and subsequently deposited to the Tucker Smith KcDougal account. 
This deposit wii made one da^f prior to the claarlng of Tucker Saith 


3/u/as 
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3/12/85 



7lOW*EWOOd 

Principals t 



Quick 0 165 for 53,5 00 vii issu ed to Whitewater Development. This check, 
along with chock*— ffoo tST othir~~t om bin*d companies account* totalling 
$3,300, werr^deposited to Whitewater oiT^ClS, curing\an overdraft of 
$<4,89K03> The overdraft status in the Whitewater account was caused by 
the. force pay of check 0 132 for $3,000 issued tOsChri* Wad*. 

/ \ \ 
eck 0 166 for $4,000 was issued to Citlsens Bank for "raises* deed in 
Xadisoo County*. This cheek was signed "Janas B. KeDougal" allegedly by 
Busan KeDougal. The date the check was written, thar* war* insufficient 
funds in the Tucker Smith KeDougal account; the check cleared on 3/19, 
overdrawing the account by $<3,927.«0>. This overdraft situation existed 
for three w*«ks, until 4/9, at which tin* a deposit of S9,189.69 was made 
into the account by check # 193 free flowervood farms. The dlffarancs in 
the deposit amount and the new account balance, 55,664.73, «ti exactly the 
isount necessary to cover Tucker Smith HcDougsl check 0 169 for $5,664.73 
to Citizen's Bank, written on 4/1 when the account was rtlll overdrawn. 

/ ; 

Check 0 169 for $3,664.73 was Issued to Citizen's Bank of Marshall, 
Arkansas for payment an "notes 40071190 and 00031484". The status of the 
account at this tins was sufficiently discussed in the foregoing Tuckar 
Smith KeDougal transaction dated 3/13/8S. j 

'arms, Inc. MCCL Account 0 2301361 
'Undetermined at this tlae 

Cheek 0 170 for $8,000 was issued to Janes B . — K cDcugkri Xt~~the tins this 
ch*ck>v»s issued, ths KcDocgal*« account was overdrawn by $<4,09S,39>. 
Thii / deposit from 71cwervood brought the balance up to $3,904.61 

Check 0 172 for $1,430 was issued to Whitewater Development as part of a 
54,660 deposit. Ths funds from this depo a if~wer* allegedly uaad to cover 
Whitewater’s check 0 128 for $5,071.23 to '-ths^ 8 ankr- 0 Lf Cherry Valley. 

Check 0 173 for $6,202.26 was issued to 7Lrrb v Caexaerclal Bank for 
interest on note 0 00003616". Ths check was signed "Jams* 7 . KeDougal" 
allegedly by 6 usan KeDougal. The date tha check was written* the account 
contained a balance of $866.74. B o w s v a r, oo 1/23 a 528,500 depoeit «« 
crmdited.to the account, received from Sill Henley (broth sc- in- lew of 
KusaifsKcDbugml) allegedly for "20 acres in Pulaski County". The check for 
$6,202^2$ cleared the Tlowervood account on 1/25. 



of a $4,67S.41v^spoi 
: 0 17* for $3>300^a 


3,500 was issued to J« 
leposit to KeDougal '< 


es B. KeDougal. 
account. / 


This check w«a 


1/28/85 

I 


1/29/8 


00 was^issued to Tucker Smith KeDougal for the alleged 
purpose of cow er ing 'the existing Tucker Smith KcDdugel overdraft. This 
check wee allegedly signed by Susan- HcBaugal -— / 

Check 0 177 for $1,000 was^iTbsued to Whitewater Development aa a "loan" to 
cover Whitewater* a existing ov erd raft. This check wes allegedly signed by 
Susan HcDcugal. 

Check 0 179 for $14,000 wes issued to James P. KeDougal as a "personal 
-loan "v. Th 1_« check we* signed "Susan KeDougal", allegedly by tootena other 
than— -Busan KeDougal. The loan was allegedly intended to cover a 
$13,181707 check written on KeDougal* s account to Worhhen Bank; however, 
the check was force paid, and KeDougal' s account was ov er drawn. 


3/12/85 Check 0 183 for $1,500 was Issued to Great Southern Land Company, 

designated as a "loan.” The stoa day, chock 0 164 far S5C0 w u issued tor 
KcDoagol « Associates, also designated as a "loan. This check was signed 
"Busan KeDougal", allegedly by Lise Anspaugb. 
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Checx 4 188 for $11,763.11 wu issued to International Paper Rsalty 
Corporation as a principal and Intar aat payment on a note. The chack wn 
signed "Susan HcQougai’7 aiiegedty-by-aaoeoDe othar than Suaan KcDorjgal . 
Thera wta a— balance of $1,550.91 in thaT~kccount the data tha chack vu 
vritten>^lSov*ver, a $135,000 dapoait vu recatw*d and credited prior to 
thia ^check clearing. \ 

ieck 4 189 for $53,053.41 waa issued to rirst Coemercial Bank to "pay off 
’clal loan*. Fund* for thin chack vara deriwed\ £roa\ a $135,000 
dapoait to Flower-wood's account tha iun day. \ 

K dapoait of 3135,000 van credited to tha Flovervood account frees a 
Cashiers Check drawn on the Stephana Security Bank of Stephana,. Arkansas. 
Punda from thia dapoait were remitted from Flovervood tot 

I 

• Kadlaon Guaranty for 33,000, chack 4 192 (furthar resaarch into tha 

poaaihillty that thia wat a campaign contribution haa prewiouaiy 
been suggested) / 

• Tucker Smith McDougal for $9,189.69, chack 4 193, allegedly to cower 

an existing overdraft. / / 

Whitewater Dewelopment for $24,455.90, check 4 / 194, allegedly to 
cortr tha overdraft caused by Whitewater * a check for $2S,000 to 
Ozark* Realty . 



Fir at Coamarcial Sank for $53,053.,! 
McDougal related loan payoff. 


International Paper Realty for $11,763.11, 
payoent 


check 4 189, allegedly for a 


check 4 188, for a loan 


Kadlaon Guaranty Sawing* and Loan for- 586, 612 . 68, check 4 196, 
allegedly to pay off a McDougal related loibv^Thi a check overdrew 
the account by $<S0,994.18>, which wa* subsequently cowered by James 
B. McDougal' • check for $55,000, which overdrew McDougal 's account 
by $<28,077. 8> 


4/4/85 

4/9/85 

I 

I 

4/9/895 

4/17/85 


Check 4 192 for S3,000 was laoued to Kadlaon Guaranty Sawing; there waa no 
apecif ihvpurpose stated on tha check. he previously noted in this 
referral, it waa rscoraaeoded that further research be conducted into the 
dL*p©elbioa v af theee funds to determine the poeaibility that thia was an 
additionalscampeign contribution, given the tine frame in wo 1 wed. 

Check 4 193^^*: ^>1B9.69 waa Issued to Tucker Smith McDougal, allegedly 
for the purpose "^of cheering the existing owerdraft in the Tucker Keith 
McDougal account, ^ea vell^aa c owering the yet outstanding Tucker Smith 
McDougal check 4 169 x for 55V&64.73 to Citizen's Bank. 

Check 4 194 for $24, 45S^9iKwae iaaued~tonraitewet^Deweli 
to I cower Whitewater's owerdraft, aa prewiouaiy noted, 
signed * James B. McDougal", allegedly by Lisa Anspaugh. 

Check 4 196 for SS6, 612.68 was 1 ■^raed'~to~Xad L*on_Cuarant y sawings S Loan 
for principal and interest" oo McDougal related loan 4 1591. This check 
--overdrew the Plovervood account by $<50,994. 18> when it was force paid. 
iSindjSL^td^allagadly cowar thia ov er draft were prowl dad by check 4 699 for 
S5 5,00<r~ffcora Jams B. XcDougal'a account- As noted in prior transaction 
analyse#, the $55,000 check from Xedougal owerdrew his account by 
$<28 , 077 . 82>. This transaction prowidea a blatant example of the check 
kiting alleged in the summary of the referral. 


allegedly 
" This check was 
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S/16/35 /Check / 204 lor $190 *ai issued to Jamb 3. KcDcu< gel ta a -loan.- mis 
check »a« part^ai^-dspO's 1 1 'TT car^e-~ccmb la e<3 account* totalling S3,3T0, 
which waafc^lato KcDougal‘1 account at^v^tia* when N it vaa ovwrdravc 
$<26, 0*2^2 0> \ 

Of that ccqdjuuhi ccopaniaa accounts, yiewerwood 7ir2J, Inc. # Whltaeatsr Development 
Corporation^ Inc. , and Tucker toith XcDougal, In conjunction with that personal acccunt 
of Jaaas 3 / and Susan H. XcDougal, vara tha sort active and egregious contributors to 
the alleged overdraft and check kiting activities. Although the other entities, 
(Stalling/ Xaaor, Inc., Pembrook Xanor, Inc., Greet Sout ham land Company, McDcugal £ 
Associates, ate.) contributed a significant share of the *ccotolmed companies* dapoaita 
and *loene* b<rtwe<&n the various accounts, the specifics regarding their aetivitiaa have 
been emitted for tha purposes of brevity. Individual transaction information for tha 
•ccobinsd companies* accounts during tha 12/34 - 5/35 tins frame can b« found in tha 
attachad database report, which outllnaa tha dataa, transaction typaa, check numbers, 
pa yea, 'payor and deposit racipianta. This database has been individually aortsd by 
data, dollar amount, payee, payor and deposit raclpiant in erdar to facilitata ongoing 
rossarch and furthar investigative aetivitiaa. 


\ 


\ 


• Zrplain who bene fitted, 

\ \ 


financially or otherwise, from tha transaction, how much, and 


Thoaa who allegedly re ood to gain tha moat benefit free theee' numerous and queetlooabla 
intar-account transactions, w a rs tha principals of the^ccnfr 1 rvad entities? James and 
Susan XcDougal, Lisa Anapaugh (who is a principal^ in Desi gner Can mJtructlca and 
allegedly KadiaOn Xarketlng, as wall as an allag^d^buslcsass^iaiociata of Jin Guy 
Tuckar), Bill\and> Sill ary Aodhan Clinton, Jim Coy Tucker, Stave smith, and any other 
principals as yet unidentified. Tha overdrafts and 'loan* transactions, or alleged 
check “swapping* and kiting, between tha combined companies account* anaurad that loan 
payments and other corporate obligations were set, thus clearly be ns fitting tha 
principals of each entity. — 

In addition, tha XcDougal* a stood to gain extensive ''financial benefit by utilising 
these various shall ccwpenlaa as a vehicla through which to channel funds from Xadiacn 
Guaranty, through Had isos Tinancial and it* a subs idiar lea, into the personal account 
of Jamas and 5usan XcDougal. \ 


• Tumi ah any explanation of^the transaction provided by the 
and when it; was given. X. 

To dats, no explenatiottvhaa been given by any suspect. 


suspect and indie at s to whoa 


rural ah any explanation of the transaction provided by any other person. 

Ho explanations of these transactions hare-be en pcov idad^bv anyone other than tha 
Investigator at this time. 


1 


I 


• ruralah any evidence of covexup by the suspect, 
federal or stats examiners or others. 

\ 


t ra pt to deceive 


This entlre^serise of transactions by and between the combined companies and their 
accounts is bahng^alleged as an effort by the XcDougsl’a to * smokescreen* the flow of 
funds from Mad 1 son Guaranty and it's subsidiaries, into the various entities owned and 
operated by the XcDougal • a and their businsas associates. 


• Indicats where tha ruapected violatico took place (e.g., main office, branch, other). 

These violet lens collectively took place at tha Xartlacn c«»— • — •• ------ 

Office at • -* w-#- • 
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• Recommend any furthtr investigation that Bight assist law enforceme n t in fully 
examining the i>ptantlai violation^ 

IndisidiiiLl r*coBMd4fIaa*b«t« b«« noted within the trannectlonai enalyoQa throughout 
thn body at the referral. Ho w n r. It ahould bo reltarated^thnt cartain indlviduala 
on thn witneaa/liat ahould be extensively interviewed with regerd to thsir knowledge 
of th* ectivixlea b t t mm th* combined companion and their accounts. \ 

7c. Indicate whethax the .suspected violation a p pears to b* an isolated £nc 
It relate-* to other t ran a act Lon a. (Kxplaln) 

Jfor; thin violation wan not isolated, but rath ar ongoing otar a pariod at three or acre 
year*, possibly m ak in g a algnlflcant contribution to thn failure of the Institution. 

a. 4XCX.031O* or nir owo Tiow r*on th* locrzmLt 


ncidnnt or whether 


I 


t 


Baa any part in ant Information boon excluded from thia referral «a a raault of any legal 
or\other restraint? / / 

' tea X Ho If ao, vhy7 / / 

\ \ / ' 

Harm, the axcludnd Information or documents baan aggregated for later retrieval? 

\ Tan X Ho / 



xrx roue or txx mum, tstt will n tsmxsrrQ m ui*. i n opr n 'i 
mum covrx. V 


XVXDUl£.(«j HACK AHY ADHXSSIOHS? 
Ho If ao, who? 



In addition to thn foregoing wltneeaaa. It la also recoop aod ed that tho following 
individuals be interviewed with respect to their knowledge i 


Kirby Randolph - former rece p tionist at MG£L, and recipient of ail monthly tt«t«aaati 
an the combined coepnniee account# In lieu of Belling; aieo thn wife of R. 3. Randolph, 
a Kcoougal bualnaae associate and frequent depositor to strict* cocblr.ed coem»ni*« 
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R. D. Randolph - former KcDougal business associate; allegedly^ Lrrrol^*<i with imru 
of the combined c ompanies. 

Bonnie Crocheron - curxeh<ny"~eeip^oyed by KCfL's «ucc«f«oc exrtity\ Central Bank cue 
Trust. /Formerly involved in administration at the Association; allegedly knowledgeable 
regarding the institutions Demand Deposit Accounts and theJjrvholdsra .\ 

Charles X. Tames - accountant for the combined companies, and registered agent for 
Whitewater Development Corporation. 


DISCO V E RT AXD RXFORTIBCx 

i / 

a. Who discove r ed the suspected riolstioa and when? 

| investigator; in Kay 1992 

l ' 

b. \ Sss the suspected violation bo«m r eported to the Board of Directors? 

\ \ Yes Ho Hot Applicable 


T 


Hot Applicable 


v Ha ^ the Board of Directors taken action? 
\ Yes Ho Hot Applicable 

\ \ 

If\SO,\whst and when? Hot Applicable 


Has the suspected violation previously been r eported— to — federal c5r local lav 
enforeeoentN or to any federal or state supervisory" agency? 

_ Te"»s/ X Ho 

If Tss, Agency i 
Agents 

ddresai (City/StatS) 

' lephone Humber : 




f. 

9* 

h. 

i. 

i* 


itution or 


’ Amount of 'Loss known i $ Pndsrtemined at thi# time 

Restitution by j Hot Applicable 

In the amount of i S Hot Applicable 

Vsuoe of Applicable Surety Bond Company x 
Amount 'of Boadr^ $\ 

Amount 'of deductib 1 as \J 

Was clsti* filed? X M ss Ho 

Sett la w s fit by Surety Company t S 
Total neetitution and Settlement to date* 

Bet Loess (After subtracting 
settlement) | 

Is additional loss suspectsdf 
(If yes , explain) 

The nature of the transactions identified in this referral could lead to 
additional losses undsr further investigation. 

Ek*~ the suspected violation had a oaterlal impaxrt on, or otherwise affected, the 
f inane tal^scundneee of the institution? If so, please explain. 

Yeei the ectivitlee Identified and alleged within this referral could have 
contributed to the failure of the institution. 
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U.S. Department of Justice 


MEMORANDUM 

/ 




IVasAittpc 



\ 


TO: GERALD E. MCDOWELL 


\ 


CHIEF 

FRAUD SECTION 

/ 



: / 

FROM: MARK J. MACDOUGALL 

'TRIAL ATTORNEY 


RE: RESOLUTION TRUST CORPORATION CRIMINAL REFERRAL NO. CO 00 4, 

DATED AUGUST 31, 1992, NAMING JAMES B. XCDOUGAL, SUSAN H. 


This ta^ma^anduia responds to your request that a r eview of I the 
captioned criminal referral be undertaken arid a preliminary 
recommendation made regarding further investigation and 
prosecution. The referral names JAMES B. MCDOUGAL (an officer, 
director and shareholder of the former Madison Guaranty Savings & 
Loan fbf Little Rock, Arkansas), SUSAN H. MCDOU^At-^a director and 
shareholder of Madison Guaranty and the wife of^»James^a- McDougal) 
and LI S A N^NS P AUG H (a business associate of the'XMcDouqals) as 
persons suspected of criminal violations. Ref. at 2,3\and 4. The 
author of .tnkv criminal referral, Laura Jean Lewis\ (Criminal 
InvestigatorK also identifies Governor (now President) \BILL 
CLINTON, HILLARD RQDHAM CLINTON and Arkansas Lieutenant Governor 
(now 'Governor) JIM GUY TUCKER as witnesses. Ref. at 18. | Further, 
the author.] of theX^ererral makes allegations concerning former 
Senator J. WILLIAM FtJLBRIGMT but does not name Fulbright/ among the 
persons suspected of criminal violations. Ref. at 7-8, /l2 and 14. 


A. 8COPE OF* REVIEW X. / 

In preparing this nemorandumv the following documents were 
reviewed: (1) RTC Criminal ReferralXLo. C0004, dated^August 31, 
1992, j(2) Letter dated September 1, 199 2^Trom~L. Richard Iorio, RTC 
Field Investigations Officer, to Charles A. Banks, United States 
Attorney foi^-the^ Eastern District of Arkansas, (3) Letter dated 
October 16, 1992^ron Charles A. Banks to Don Pettus, Special Agent 
in Charge, Federal Bureau of Investigation/Little Rock Field 


\ MCDOUGAL AND LISA ANSPAUGH 



DATE 23, 1993 



70 


GERALD E. MCDOWELL 

February 23, 1993 

Page 2 . __ 

Office, and ,( 4 ) Letter dated January 27, 1993 fron Charles A. Banks 
to Donna Henneman, Office of _Legal Counsel/Department of Justice. 
None of the transactiona-lr''abcuments described in the referral were 
provided or reviewed. Accordingly, all references in this 
memorandum to ^factual allegations or claims are based solely on 
statements included in the referral. 


B- CRIMINAL VIOLATIONS ALLEGED 

The author of the referral cites conspiracy (18 U.S.C. S 371), 
misapplication (13 U.S.C. S 657) and bank fraud (18 U.S.C. 5 1344), 
as suspected violations. Ref. at 1. 


C. SUMMARY OF PACTUAL ALLEGATIONS 


According to the referral, James and Susan McDougal were 
shareholders and directors of Madison Guaranty Savings and Loan of 
Little' Rock, Arkansas. James McDougal is also identified as an 
officer of the institution. The extent of the McDougals' equity 
interest in Madison Guaranty and the office ^r^offices held by 
James McDougal are not specified in the referral. Lisa Anspaugh is 
identified as a business partner of Susan Me Bo ng a 1 - w ho ass xSTed'~Ms . 
McDougal in bookkeeping for various business entities.- While no 
specific information is provided, the facts alleged in the referral 
suggest that the McDougals were also active in real estate 
development at the time of their association wrth-Madiscn Guaranty. 


The referral is focused on the activity in the^demand deposit 
accounts maintained at Madison Guaranty by the McDougals and a 
group of busihess entities allegedly under their control during the 
period February '-lSSA through July 1987. The author of the referral 
alleges that various transfers of funds among these accounts, often 
involving the creation or funding of overdrafts, constituted 
criminal activity. The author specifically cites "unauthorized 
loans, check kitingv possible forgery (or at the very least, 
extensive use of , unauthorized signatures) , potential 
misappropriation of fundsv possible illicit campaign contributions, 
diversion of loan proceeds, and^pctential bank frauds. Ref. at 5. 

In support of these a 1 legations , the~5UtKor of the referral 
describes some 76 banking transactions, nearly all involving the 
making, presentment or payment of checks by one of the McDougals or 
by business entities associated with the^McDougals ._Reff^at 6-17. 
Based^solely on this information, it vculd appear that the 
McDougal s' regularly issued checks on Madison Guaranty accounts with 
insufficient funds. Once payment was made on these checks, the 


resulting overdraft would often be funded by a check drawn on 
another McDougal account at Madiscn Guaranty, which frequently 
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created yet another overdraft in the second account. Notations on 
some of the checks suggest that they reflected loans from one 
entity under the control^af— the— McDougals to another or to one of 
the McDougals indiv idualTy . 

The referral further suggests that many of the checks bearing 
the signature of one of the McDougals were, in fact, signed by the 
other McDougal or by Lisa Anspaugh. The referral cites no 
evidence,/ however, that any instruments were executed in- the name 
of an authorized signer without permission. The referral further 
notes a check in the amount of $3,000, drawn on a personal account 
of Hr. and Mrs. McDougal and dated April 4, 1985, which was made to 
the order of the "Bill Clinton Campaign Fund". This account 
allegedly carried an overdrawn balance at the time the check was 
written which continued for approximately 30 days. Ref. at 11. 
On the same date a second check in the amount of $3,000, payable to 
Madison 1 Guaranty, was drawn against one of the McDcugals’ business 
accounts. Ref. at -6. Other than the alleged overdrafts, the 
significance of these checks to any theory of criminal activity is 
not clear. In addition, in several instances, the author of the 
referral alleges that $15.00 overdraft fees were charged by Madison 
Guaranty to\ McDougal accounts but were subsequently cancelled. 

The author of the referral also alleges t hat, "the McB cuq al's 
[sic] clearly^ diverted funds from their [Madison Guaranty] heme 
purchase and improvement loan of $351,502, funded in 2/85, for 
other purposes". Ref. at 7. The referral specifically alleges that 
more than $100,000 was "diverted" to the repayment of other loans 
then due from the McDougals to Madison Guar antyT^Red^ at 7 and 10. 
No evidence is offered, however, that any f alse^statemeot or entry 
was made by, either of the McDougals or Ms. Anspaughxin connection 
with the hone loan or that the improvements to be dene, on the home 
were not completed. 


D. ALLEGATIONS RELATING TO CLINTONS AMP PULBRIGHT 

The author of the^referral lists President Clinton and Hillary 
Rodham Clinton as the first two of six "...witnesses who, might have 
information of the suspected Violation" . Ref. at 18. No factual 
claims can be found in the referral^to support the designation of 
Mr. or Mrs. Clinton as witnesses. "" — — — 

Other than the campaign contr ibut ions , cited above, the 
referral simply identifies the Clintons as among, "[-tjhcse who 

allegedly stood to gain the most from these-- '"numerous and 

questionable inter-account transactions". Ref. at 5 and ,17. This 
claim is based^Upon the implication by the author of the referral 
that the Clintons may have invested m one or mere real estate 
ventures undertaken by the McDougals. Ref. at 5. Citing newspaper 
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references, the author also speculates concerning' a $25,0GQ check 
issued by one of the McDougal entities in March 1985, stating that 
"...this could have been the tim e fram e in which Whitewater (the 
McDougal, business ent ijtyf-Was conductTng~transact ions regarding the 
house that was allegedly purchased and subsequently sold by Ms. 
Clinton". Ref./- at 13. No other information regarding this 
speculation is contained in the referral. 

Similarly, several references are found in the referral to 
former Senator J. william Fulbright as a principal of a corporation 
named "Earth Movers, Inc." Ref. at 7-8, 12 and 14. The referral 
describes two checks drawn against McDougal accounts in April and 
May, 1985, totalling $50,000, which were made or endorsed to the 
order of Earth Movers, Inc. One of these checks, in the amount of 
$30', 000, was issued by one of the McDougal entities to Janes 
McDougal, endorsed by McDougal to Earth Movers, then used by Earth 
Movers to purchase a Madison Guaranty cashier's check. The 
referral states that the $30,000 cashier's check had not been 
located. Other than creating or increasing overdrafts m the 
subject accounts, facts suggesting the significance of these checks 
or the implied involvement of Fulbright in the McDougals* financial 
affairs\ara not provided in the overdraft. 

E. ANALYST 3 ' — “ 

The referral provides substantial factual support for the 
assertion that Mr. and Mrs. McDougal 's conduct may have constituted 
a breach of fiduciary duty, abuse of position 7 ~-and self-dealing. 
The referral does not provide, however, 'factual ^allegations 
sufficient^ to establish the elements of any Xc thex criminal 
statutes used in the prosecution of bank fraud cases "<.18 U1S.C. $S 
215, 656, 657X1005, 1006, 1014, 1344 or 1956). \ 


The author^ ol the referral, for example, repeatedly alleges 
"check kiting" orv tha. part of the McDougals. Check kiting involves 
the use of accounts at two or more financial institutions to obtain 
interest-free loans by taking advantage of the time required to 
complete the check-cleaxing^process . The conduct described in the 
referral, however, is almostxfully limited to the issuance and 
deposit of checks, drawn on accounts with insufficient funds, 
within Madison Guaranty. While the^issuance of^such "bad checks" 
may constitute a violation of state laxT~~Tt is generally outside 
the scope of Federal prosecution .X. 

/ 

Moreover, the referral does not include j^^egat ions of conduct 
suggesting a level of criminal intent necessary to satisfy that 
element df^anyxof the principal Federal bank fraud statutes. 
MisapplicatioXof ‘ funds , (13 U.3.C. SS 556 c: 657), limited to tank 
insiders, requires that the act be done "willfully", defined as 
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voluntarily and purposely, with the specific intent ta disobey or 
disregard the law. Fi f th-eTTcuTtHFattCT Instructions at 51. 

The general bank fraud statute (18 U.S.C. S ) requires that a 

scheme/ or artifice be executed in an effort to defraud the 
institution ^knowingly", defined as voluntarily or intentionally , 
not because^of mistake or accident. Fifth Circuit Pattern Jury 
Instructions at 49. The false entry statutes (18 U.S.C. SS 1005 
and/1006)/', also limited in scope to bank insiders, requires that the 
false entry be made "with intent to defraud" the financial 
institution, defined as the intent to cheat or deceive the bank. 
Fifth Circuit Pattern Jury Instructions at 130. 


The absence of facts establishing criminal intent on the part 
of the McDougals argues persuasively against the initiation of a 
criminal investigation. Further, the referral does not claim that 
any specific loss to the institution resulted from the KcDougal's 
checking^ account activity. Ref. at 19. The payment of checks 
dravn\ against deficient balances and the waiver of overdraft' fees 
are common, if improper, accommodations regularly extended by banks 
to substantial customers. The referral does not allege that this 
account ^activity was not correctly reflected ore the books and 
records of Madison Guaranty or in report ed^Jto^Federal regulatory 
agencies. \ \ 


It should also be noted that James B. McDougal was apparently 
indicted, tried and acquitted in 1988 or 1989 in connection with 
his involvement with Madison Guaranty. Ref., — at 2; Letter from 
Charles^ A . Banks. United States Attorney, to Don R^Pettus, Special 
Agent in Charge , dated October 16, 1992. No de t a lis^r elating to the 
previous prosecution of McDougal have been provided.. 

Finally^ 'no : facts can be identified to support the designation 
of President Bili N Clinton, Hillary Rodham Clinton or Governor, Jim 
Guy Tucker as material witnesses to the allegations made in the 
criminal referral v . v 'V 


r. PECOMXPrPATION \ 

i \ 

Based solely upon available --information, and in light of 
applicable law and current Fraud Sectioh~~standards for prosecution, 
the conduct of James B. McDougal, Susan H. McDougal and Lisa 
Anspaugh as 'described in the criminal referral does not appear to 
warrant the initiation of a criminal 'investigation. . ' 
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-FACE 4 LR ( 2 9-0 )^CNC LAS ^ 

INSTITUTION , .AN D THEIR CONTRIBUTION TC THE EVENTUAL “A I LI 


MCSL IS NOT IDENTI “IE 

IN /LITTLE ROCK INVESTIGATION DOCUMENTED 3V FILE >9C-2549\ 

/ 


(CLOSED), JANES MC CCUGAL, JIN HENLEY, AND DAVID HENLEY WERE 

' / 

INDICTED By' A FEDERAL GRAND JURY IN THE EDA?. ON NC ’TENSER 20 „ 

/ 

1989, j ON VARIOUS SANK FRAUD ZrJ&CZS RELATED TO THEIR 
I 

ACTIVITIES AT MGS L . JCKN LATHAM PLED GUILTY TO AN INFORMATION 
CHARGING HIM WITH BANK FRAUD AT MG S L ON FEBRUARY 16, 199 0. 

TRIAL OF THE THREE INDICTED DEFENDANTS WAS HELD MAY 29, 1990, 

\ \ ' 

THROUGH 'JUNE 7, 1990. THE PRESIDING JUDGE MADE A DIRECTED 

\ \ A 

VERDICT CExACTUITTAL ON DAVID HENLEY, AND THE JURY RETURNED A 


VERDICT OF NOT GUILTY ON ALL COUNTS ON MC DCUCA1 AND JIM 

\ > — ~~ 

HENLEY. THE GIST OF THE CASE WAS THAT MC DCUCAL INK I CHE I 


HIMSELF THROUGH LAND '’FLIPS” AND RELATED REAL ESTATE^ 
DEVELOPMENT^ ACTIVITIES FINANCED BY MGS L , WHICH ^-4^ FESTIVELY 
CONTROLLED. 

IT IS NOTE'S^ MCsDCUGAL IS DESCRIBED AS A DIAGNOSED MANIC 
DEPRESSIVE AND H I S X P^CHGLCG I CAL STATE WAS PART QF HIS 
DEFENSE. IT IS ALSO NOTED "LATHAM ADMITTED TO FALSIFYING 


INTERNAL MGS L DOCUMENTS To" DECEIVE FEDERAL EXAMINERS. IN 




FBI -CCCGC929 


KSKIAwr. ! 


/ TA 
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■ ? AG Z 5 L3 ( 29-0) UWCLAS 


ORCCHE TESTIETZ' 


/ 



ADDITION , XNC7HIR POTENTIALr-WETNESS - IDZ7TTrRL£D 3Y RTC, 2 CNN IE 


TED IN ANOTHER LITTLE ROCK MATTER 


INSTITUTION. \ 


f— AS A RECORDS CJSTCOIAN FOR A FINANCIAL INS' 

^ / / 

1 ALTHOUGH SHE HAD NO REASON TO LIE, SHE DID SO TO A FEDERAL' 

' / 

GRAND JURY CONCERNING HER UNEXPLAINED ALTERATION OF RECORDS 


\ 


I 

REQUESTED BY THE GRAND JURY. SHE WAS NCT CIHARGED DUE TO THE 
PERCEPTION BY THE ASSISTANT UNITED STATES ATTORNEY THAT 

CRCCHERCN’ WAS NCT IN FULL CONTROL OF HER ACTIONS, POSSIBLY DU- 

'■ \ 

TO MENTAL IRREGULARITIES . 

\ \ / 

THE 'LENGTHY ZZTZrJJsL REFERS TO THE GENERAL AND SPECIFIC 


\ 


ASSOCIATIONS BETWEEN NUMEROUS INDIVIDUALS AND 


\ 


rTR ALLEGE! 


PARTICIPATION OR/PASSIVE APPROVAL IN UN A U7 H C RTTTTJ LCANS AN I 
CHECK KITING. THE RTC REFER-RAL CLEARLY INDICATES A STRONG 
BELIEF ~THZ SIGNATURES CN Cr.ZC’^S AND LOAN IC CRM ENlS^ERT I N E N 
TO THE REFERRAL ARE BELIEVED TO BE FORCED OR "UNAUTrJ 

IT FURTHER DESCRIBES SOME OF THE COMPANIES LISTED ON PAGE 5 AS 

! \ \ 

SHELLS WHOSE CNLY\ACTJVITY WAS TO SERVE AS VEHICLES FCR THE 
ALLEGED ILLEGAL ACTI'MTYX THE ANALYSIS CITED IN THE LAST TWO 



\ 


PARAGRAPHS OF PAGE 5 CLEARLY INDICATES PROBABLE CHECK KITING 
ACTIVITY. WHILE THE REFERRALS STATED SUSPICION THAT/THE 



FBI-00000" 0 
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* FACE 6 L R ( : 9 - Of) UNC IAS 


ACTIVITY WA5 :CR THE BENE "IT Cr THE MC CCUCA: 


THE FURTHER 


PERSONS 3ENEFI7TED DOES -NOT A ? P E AR N TO 


/ 

SUPPOSITION THAT OTiic 

/ ^ \ 

BE FACTUALLY SxTP PORTED 3Y THE DETAILS THAT FOLLOW WITHIN THE. 

/ / 

REFERRAL. /IN ADDITION TO THE ALLEGED CHECK KITING , THE 

/ 

MC CCUCA LS ARE ALLEGED TO HAVE DIVERTED THE PROCEEDS OF THEIR 
MGS L HOME PURCHASE AND IMPROVEMENT LOAN. AS CHARGED IN THE 

i 

TRIAL CF MC DCUGAL AN D ALLEGED 3Y THE ACTIVITY IN THE 

i 

REFERRAL, MC CCUGAL WAS LIVING FAR BEYOND HIS LEGITIMATE MIAN; 


de: 


\ 

IG'K 


THE REFERRAL ALSO NOTES ( PAGE 

\y 




K3nA‘v* 
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* PAGE 7 LR ( 2 9^6 ) UNCLES 
CHECK -KITING ACTIVITY I .WO 


CCCUNT AT MGSLX THE 


CLINTON^ ARE NOT J4ENTI0NED AS MAKING OR EN DORS I NG^^lNY^ CHECKS , 
AND, J,U FACT^T IS ALLEGED IN THE REFERRAL THE SIGNATURE OF 

JAMES 7 MC DCUGAL WAS FORGED OR SIGNED BY ANSPAUGH, OR POSSIBLY \ 

/ / \ \ 

SUSAN MC DCUGAL. AS STATED IN THE LAST TWO SENTENCES OF THE 


! I 

EFSRRAU, 



REFERRAL/, "ALTHOUGH CIRCUMSTANCES POINT TO THE PROBABILITY 

i I i ■ 

THAT! SOME OR ALL OF HIS BUSINESS PARTNERS WERE AWARE OF THE j 

\ 1 / 

ACTIVITY; TAKING PLACE WITHIN THE WHITEWATER PARTNERSHIP AND/ / 

\ \ / 7 

CCRPORATEX CHECKING ACCOUNTS, THERE IS INSUFFICIENT EVIDENCE AT 
THIS TIME TO PROVE THAT THEY HAD KNOWLEDGE. CONSEQUENTLY , 

THESE INDIVIDUALS WILL APPEAR ON THE LIST OF WI 

CHE>END OF THIS REFERRAL." THE " "ANIT 

"BUSINESS PARTNERS" REFERRED TO ARE BILL AND HILLARY CLINTON. 

IT IS THE OPINION OF LITTLE ROCK FBI AND THE UNTTEIL STATES 
ATTORNEY A^D FIRST 'ASSISTANT, EDAR, THAT THERE IS 'INDEED"' 
INSUFFICIENT eHdE.NCE TO SUGGEST THE CLINTONS HAD KNOWLEDGE Of 
THE CHECK-KITING. ACTIVITY CONDUCTED 3Y MC DCUGAL OR ANSPAUCH. 

i I \ \ 1 

THE EARLIER MENTIONED F X A. CAMPAIGN CONTRIBUTION TO THE 

I I \\ 

GUBERNATORIAL CAMPAIGN ALSC 

! ! ^ ^ 

OR INVOLVEMENT BY THE CLINtONS . >AGAIN, ON PACE 9, 
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•PAGE 8 LR (29 - 0 ) UNCLAS 


P ARA G RA ?H/ 4 , OF THT^J^ETRJTALT RTC ADVTSTS— r^RE^IS NOT 

SUFFICIENT EVIDENCE AT THE PRESENT TINE TO PROVE KNOWLEDGE BY 

/ / \ 

PERSONS LISTED AS WITNESSES IN THE REFERRAL. LITTLE RCXK 

/ / \ 

NOTES KNOWLEDGE BY, OR ASSISTANCE FROM, THE LISTED WITNESSES 


IS NOT ONLY NOT INDICATED, IT WAS NOT NECESSARY FOR 

! ! 

MC OCUGAL/ANSPAUGH TO ADVISE OR INCLUDE THE WITNESSES IN THE 

i 

SCHEME . 



NATURE WAS DTSCERN 1 3LE FRCM MGS L RECORDS BY THE RTC . 

\ \ _ ' 

BOTTOM OF ?AGZ\I3 , THE REFERRAL MAXES PSFZr.Z^CZ^ZS A "NOTE" 

THE ALLEGATIONS/ MADE IN NEWSPAPER ARTICLES CONCERNING THE 
PURCHASE AND SALE OF A HOUSE 3Y WWD ON BEHALF OF HILLARY 
CLINTCnX. THE REFERRAL RECOMMENDS A COURSE OF 

i 

GOVERNMENT , Nt- E . , THE REVIEW OF THE RECORDS OF 
AND WWD TO DfETp^INE IF WWD CHECK NUMBER 13: 




ON. IT IS NOTED BY LITTLE ROCK 


I I 

WAS INVOLVED IN . . 

1 1 ! 

THE CHECK INI QUESTION. WAS. ALLEGEDLY SIGNED BY ANSPAUGH IN THE 

! ! , . 

NAME OF JAMES B. MC DOUGAL. ^THE AUTHOR OF THE REFERRAL/ 
IDENTIFIES ANSPAUCH AS THE PROBABl^S IGNER BASED ON JfER OWN 
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‘FACE 9 LA (D9-C) UNCLAS 
OPINION EASED CN OTHER 


-WHI TT7TC SAMPLES . A DEPOSIT FOR 


$3 0 , OOq/lISTED AsXeING PROCESSED APRIL 30, WW 


/ 


D CAME 


FROM MADISON' FINANCIAL AND APPEARS TO RELATE TO EFFORTS TO \ 

> 7 / ; \ \ 

/ \ \ 

OF PAGE 18 OF THE REFERRAL, KIRBY RANDOLPH IS IDENTIFIED AS A 

FORMER RECEPTIONIST AT MCSL WHO RECEIVED ALL MONTHLY 

i 

STATEMENTS OF ALL COMPANIES, WHICH IS UNDERSTOOD BY LITTLE 

RCCXTC INCLUDE WWD. THAT SITUATION, IF TRUE, FURTHER 

\ \ 

INDICATE, A STRONG FCSSISTTITY HC DCOCA^ WAS IN CKAAC E C t Vm& 

\\ ' / 7 

RECOHGSX JUST AS KS WAS WITH THI rSC CROS CF NUMEACCS pTHZR / 
CCMPANIES'TNVOLVED IN THE CHECK KITING, AND^DOE^^Ct" SUGGEST^ 
THE CLINTCNsXaD ACCESS TC CHICKING ACCOUNT 1' A I EMENTb 1 HA T 
WOULD HAVE REFLECTED THE QUESTIONABLE TRANSACTIONS AT THE 
; x.-.i T/ THE CLINTONS ARE NOW IN POSSESSION OT^SUCH RECORDS 
AND WERE N0<vAWAR£ -OF MC DCUGAL'S PREVIOUS ACTIVltY^ C HA- 

NCW BE AWARE N ^b\DCUCAL WAS ENGAGED IN FINANCIAL TRANSAX 
UTILIZING THE WKD ACCOUNT. 

I X \ 

iTHE NEWSPAPER X ART DOLES ALSO MADE A POINT OF A LETTER 
WRITTEN BY THE ROSE LaX^RMv^IN LITTLE RCCK (HILLARY CLINTON 
IS A j PARTNER) TO THE ARKANSAS SECURITIES COMMISSION 





FBI-00000994 


83 



FBI -0000059; 


84 



•PAGE II _R (29-0) CMC LAS 


STATED AN INTENTipN^TO PROVIDE LITTLE ROCK WITtt^CpFIZS C 
EXHIBITS , NCH5T HAVE BEEN RECEIVED AS OP INSTANT CATEX 

/ACCORDINGLY, LITTLE ROCK HAS TAKEN NO INVESTIGATE VZ\ 

' / \ 

ACTION ON THIS MATTER PENDING A PROSECUTIVE OPINION PROM USA , 


EDAR. ON OCTOBER 7, 1992, THE FIRST ASSISTANT UNITED STATES 

ATTORNEY ADVISED THE LITTLE RCCK SCUAD SUPERVISOR THE USA 

\ 

INTENDED TO ADVISE THE DEPARTMENT OP JUSTICE CP THIS MATTER 


CUE TO ITS SENSITIVE NATURE . 



/ 
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-»13 a,. :i :: »r Dt? \ 3 T*i£nT OF JLST’.LE 

FEDERAL 3LREaL O F 1 n V E STi »: A Tip s 
COMMTTMC KUO'- ^ « £ S S a (7E FOAM 


" ^ j i. 


a a • : ; r s-;:r/'*::r . r9 c?unt; 

on v;/v< the little rocc :iv:::on deceive: a criminal 
RE fERRAL rot* non the rtc alleging w::e:?rcao . r( ? ajoulent chec r- 

CITING ACTIVITY, LUTING PRESIOCn'Ial Can:::aTE 3ILL CLINTON ahJ 

hi: wife, hiilary, a: potential witnesses. on ig/a/v, 3u*eau 
o r FiciALr piet with a::::tan- ag r:=er: -ueller an: special 
COUNSEL ** IRa Raphael SON, Of the OOJ. aaj -UELLER ajvISEO That 
:oj ::: not have enough : s f : r a t : : n a: :-i : ti.-e to renoer amy 
cinu or opinion an: t*at fsinG s-oui: .nace a :eter^:nat ion 
resa.r: iyg an investigative COURSE of action. aag nuellcr a::e: 

ThaT' THIS -i’TER SHOUL0 NOT 3E TREaTEO a n v 3 I f f E R E N T L Y Than ANY 
other : : n : l a r f : r :nve:t::a-:;n a : : r e : : e o a y the fa: an: :oj. 


copy :e: 


i * 



= . :• C 3 C : 
::n a tion: 

verifier 
c -J = I c 
::cc 

ceh;r:cc 
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Lace 1991 
to 

Early 1992 


SSA requested JEAN LEWIS, RTC, 'work or. 
preparing referrals for SAVERS and 1st 
Federal^-both— failed institutions located 
-4m 'Little Rock. RTCX^a's- advised FBI' was 
net interested in ref errals 'on institutions 
where we had previously had prosecutions 
as much as we were with institutions 
which had bean unaddres6ed for soma\time.. 


March ? 


Newspaper article appeared discussing' 
the Clintons partnership with JTM McDCUGAL. 
ir. Whitewater Development Carp., and 
the failure of MADISON GUARANTY. Also 
mentioned a letter KILLARY or Rose Law 
Firm wrote to Arkansas Securities Commission 
asking for no action or. aome iaaue 
concerning MADISON. 


within 

weeka 


\ 


X X 


Within next fev 

weeks 


JEAN LEWIS of RTC contacted FBI Little Rock 
(Aaron) review our investigation. XShe al 3 c 
examined the records of MADISON^ "which were 
stored in the Outlet Mall on—T^30 alone with 
records of most of the oeder failed Arkansas 
S&Ls (RTC custody) LEWiS_fldv1 sed TRCN9 
was called off her work on the SAVERS/FIRST 
FEDERAL referral to work on the allegations 
m the new6 article. Either RTC in 
Washington or regional RTC-^headquarters in 
Kansas City had seen the 'ajrticria., and asked if 
RTC had the records of MADISON^ When they 
learned they did, they wanted the CLINTON 
angle investigated to make sure they hadn't 
missed something. \ 


FBI (IRONS) contacted LEWIS'S supervisor to 
ask N if they had discove 'ed something that 
looked like it would be basis for a, referral 
and. CLARK WALTON said yes. / 


Over next few months RTC (Levels) appaT^nt_Ly_ajdvi > ged several AUSAs 
and 1 FBI employees of what she was working on. / 


Mid August*, 1^92 


LEWIS advised FBT^the referral was. almost 
complete. Her superiors _cAve_her a deadline 
8/31/92 without fail. She advised she 
gave up a job opportunity in Washington 
m order to complete the referral, noting 
she might change the course of history. 

FBI-00001526 
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Around 8/31 
9/2/92 

Next /day cr sc 

Next few days 

9/9/52 

9/:*.C/92 


9/18/*2 


\ \ 



FSI talked to LEWIS , who advised she was 
almost done and would overnight the package 
when complete. 


Referral received~xrom_RTC . 
"~his copy same date 


USA received 


Spoke to USA who wanted us to ta"ke no acticn 
until we had time tc discuss it due to 
sensitivity. (Previous conversat ions that 
it was coming had occurred) 

R7C began tc call and ask what F3I was doing 
with the referral. 

R7C leaves phene message complaining FBI 
return calls anc give status report. 

R7C was advised r.c decision by USA and' FBI 
was not going to be in a position to give 
status reports when he did. 

Lewis of R7C meets with S As and AUSAs cn 
another case. Prior to she aak®d me what 
status cf MADISON was. Tald^her net decided, 
but meeting was schedul'ed~ with USA. 



After her meeting she waited for me. She 
again asked fer status and was told she would 
have to ask USA. She advised her boss, 
Richard Iorric, kept aakin^dver to try tc 
find out what we were doihg^^ I'^remir.ded her 
of sensitivity and that, evenHf USAxdecided 
to go forward, these cases took longer than a 
month to determine what was there .\ She 
advised everyone above her in R7C was aware 
of referral and it was approved at Washington 
efore going out. She apologized for asking 
repeatedly but said her superiors kept 
elling her to find out what we were doing 
what we, were doing with the case. She was 1 
any^communicat ion would have to come from 
the USA ancS-E^BI would not even tell her when 
the meeting td^discuss it tcokr-piace , much 
less the outcome . ^~T<Tid hef^ to deal directly 
with USA and-. cut FBI cut. Also observed she 
and R7C had nb^t.eascn or need to knew. She 
offerred asa istance-JLf needed. 


FBI and USA meet, r.o acticn taken pending 
further review fcy USA. 

1 FBI-00001527 

First Assistant USA advises they are going 
notify uOJ they received referral . Also 
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■-*tfvi3ed JEAN LEWIS cf'RTX: new calling him. 

She called and said she didn^c mean tc 
peGter him but it was at andard\to make a 
followup contact eix weeks after' any referral 
to make sure it was received and find out 
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9 / 18/92 

J«an Levis, fcTC, was in office today fcr Kail race ing^wi th STCLL, 
HARRIS, CALHOUN, HALL. Pr ior tc she asked me what status of 
MADISCN/wa*. Tcld^her-'nc't decidedr^but~'mea^ing achaduled, 

After' her meeting she waited for me. She again asked fcr status 
and was told^'ahe would have to ask USA. She adviaed her boss, 
Richard Iorric, kept ajkir.g her tc try to find cut what\we were 
doing. V reminded her of sensitivity and that, even if USA 
decided to go forward, these cases took longer them a month tc 
determine what via there. She adviied everyone above her in PTC 
was aware cf referral. 
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PAGE 4 

10TH STORY of Level 1 printed in FULL format. 

Copyright 1992 The New York Times Company 
The New York Times 

March 10, 1992, Tuesday, Late Edition - Final 
SECTION: Section A; Page I; Column 5; National Desk 
LENGTH: 1068 words 

HEADLINE: THE 1992 CAMPAIGN: White House; 

White House ’Funnel’ Directs Aid To States With Primaries Nearing 

BYLINE: By ROBERT PEAR, Special to The New York Times 

DATELINE: WASHINGTON, March 9 

BODY: 

The favors that President Bush dispensed as he campaigned throughout the 
South last week were a result of a formal, systematic effort to coordinate the 
policies and actions of the Federal Government with the political operations of 
the President’s re-election campaign, say Administration officials and campaign 
workers. 

A small group of White House officials, closely supervised by Mr. Bush’s 
chief of staff, Samuel K. Skinner, transmits requests from the campaign to 
Government agencies. This arrangement is lalown as "the funnel." , 

Criticism From Challengers 

The benefits of incumbency are not new to office holders, from Presidents to 
mayors. And in most instances, there is nothing illegal about the use of 
government largess for political purposes. At the national level, chief 
executives of both parties have long exploited the powers of the Presidency in 
election years. 

Still, the political use of Government grants has drawn sharp criticism from 
Mr. Bush’s Republican challenger, Patrick J. Buchanan, and from Democrats in 
Congress. 

In this instance, top officials from the campaign and the Administration hold , 
daily meetings to coordinate their efforts. Among those who attend are Mr. , 
Skinner and his deputy, W. Henson Moore; Frederic V. Malek, the manager of Mr. > 
Bush’s campaign; Robert M. Teeter, the campaign chairman; Katherine Super, 
director of Presidential scheduling; Edith E. Holiday, secretary of Mr. Bush’s 
Cabinet, and William Kristol, chief of staff for Vice President Dan Quayle. 

Each Government agency has a "campaign contact," a Federal employee who can 
supply information to the campaign and arrange political speeches and travel by 
agency officials. Likewise, the White House has agencies review campaign 
literature for accuracy and consistency with official Administration positions. 

Mr. Bush boasts about the fruits of such cooperation, which include Federal 
money and regulatory actions intended to please voters in politically important 
states. 
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The New York Times, March 10, 1992 

Last Thursday officials from the Army Corps of Engineers told Gov. Lawton 
Chiles of Florida that they would agree to help finance a project to restore the 
natural course of the Kissimmee River, which in the I970’s was diverted into a 
canal with untold damage to fish and wildlife. Governor Chiles, a Democrat, 
hailed the agreement as "a tremendous breakthrough in the 20-year effort" to 
protect the Everglades and rivers feeding into it. 

Debby Kilmer, director of the Washington office for the State of Florida, 
said: "1 don’t think it’s coincidence that it happened this week. The 
Administration wanted to help Florida, and this is a major issue in the state." 

Florida holds primary elections on Tuesday. 

Likewise, in a campaign trip through Southern California last month, Mr. Bush 
announced S800 million worth of road improvements, sewage treatment projects and 
other public works to promote economic development along the Mexican border. 

Mr. Malek, the Bush campaign manager, knows the benefits and risks of using 
Federal money to win support for a President’s re-election. As an aide to 
President Richard M. Nixon 20 years ago, Mr. Malek devised a program to improve 
the Government’s "responsiveness" by directing Federal grants and other benefits 
to important constituencies. Mr. Malek later said that the program, exposed in 
investigations of the Watergate scandal, was a mistake because it left an 
impression of impropriety. 

Standards of Conduct 

In an effort to prevent embarrassment and abuse this year, the Bush-Quayle 
campaign requires campaign workers to sign standards of conduct. One provision 
says campaign workers "shall not initiate communications with the White House or 
any Federal official or employee on behalf of the campaign for any purpose 
unless specifically authorized to do so by a member of the senior staff after 
securing legal clearance." 

Such contacts are supposed to go through the White House funnel. At the neck 
of the funnel are Mr. Skinner and Ms. Holiday, who serves as chief liaison to 
the campaign. 

The "campaign contact" at each department is a senior official, usually an 
assistant secretary, appointed by the President and confirmed by the Senate. 

Such officials are generally exempt from the Hatch Act, the 1939 law that limits 
the political activities of Federal employees. 

Federal auditors say it is difficult to prove a violation of the law when the 
money is being used simultaneously for some purpose authorized by Congress. 

Administration officials say the dispensing of favors by the White House in 
the last two months does not reflect an effort to buy votes; rather, they prefer 
to describe it as an effort to create a politically congenial environment for 
the President in an election year. 

"I’ve got to brag about something, and you’re dam right I’m going to brag 
about the highway bill and all the jobs that go with it," Mr. Bush said after 
engineering a windfall of Federal aid for New Hampshire last month. 
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Is It Appropriate? 

Representative Ron Wvden. Democrat of Oregon, said recent decisions by the 
Small Business Administration appeared to be "politically inspired." But 
Patricia Saiki, head of the agency, insisted the decisions, including new loan 
guarantees for small businesses, were a response to the recession, not to the 
political calendar. 

David M. Ifshin, general counsel for the campaign of Gov. Bill Clinton of 
Arkansas, a Democratic candidate for President, said, "It is hard to define the 
line between what’s appropriate and what’s inappropriate in the use and timing 
of Government grants." 


It is difficult to show how politics influenced a particular decision because 
"the mechanisms of investigation are in the hands of the executive branch 
itself," said Mr. Ifshin, who also served as general counsel for Walter F. 

Mondale’s Presidential campaign in 1984. 

The Federal Election Commission has issued detailed rules requiring campaign 
committees to pay for campaign-related travel by public officials. But the rules 
give no indication of how much interaction is allowed between a campaign and the 
Government. 

Roger M. Witten, an expert on election law who advises Common Cause, the 
citizens’ lobby, argued, "The standards require an exercise of judgment and are 
subject to abuse, given the incentives to conserve campaign dollars by 
substituting Government money when that can arguably be justified." 

GRAPHIC: Chart: "Delegate Tally" — Current breakdown of Presidential preference 
of delegates to the national political conventions as compiled by The New York 
Times. 

DEMOCRATS 


Brown 57 

Clinton 298 

Harkin 86 

Kerrey 27 

Tsongas 144 

Uncommitted 236 

Total delegate votes 4,288 

Needed to nominate 2,145 

REPUBLICANS 

Buchanan 20 

Bush 206 

Uncommitted 5 

Total 2,209 

Needed 1,105 


Totals are through Monday. Preferences are based on state laws, party rules 
and projections from early results in caucus states except Washington. The 
Democratic total includes preferences of super delegates, who include Democratic 
National Committee members, governors and former elected officials. They have 
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The New York Times, March 10. 1992 

been reached by telephone since Feb. 19. Members of Congress who are also super 
delegates have not yet been chosen, (pg. A2I) 

LANGUAGE: ENGLISH 

LOAD-DATE: March 10, 1992 
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2ND DOCUMENT of Level I primed in FULL formal. 

Public Papers of the Presidents 
June 4. IQQQ 

CITE: 26 Weekly Comp. Pres. Doc. 897 
LENGTH: 216 words 

HEADLINE: Appointment of Edith E. Holiday as Assistant to the President and 
Secretary to the Cabinet 

BODY: 

The President has appointed Edith E. Holiday to be Assistant to the President 
and Secretary of the Cabinet. She would succeed David Bates. 

For the past 21 months Ms. Holiday has served in the Treasury Department, 
most recently as General Counsel. 1989-1990. Prior to this, she served as 
Assistant Secretary of the Treasury for Public Affairs and Public Liaison and 
Counselor to the Secretary. 1988-1989: chief counsel and national financial and 
operations director for the Bush-Quayle 1988 Presidential campaign: director of 
operations for George Bush for President. 1987-1988: and special counsel for the 
Fund for America's Future. 19S5-19S7. In addition. Ms. Holiday has served as 
Executive Director for the President's Commission on Executive. Legislative, and 
Judicial Salaries. 1984-1985: an attorney with the law firm of Dow Lohnes and 
Albertson. 1982-1984: an attorney with the law firm of Reed Smith and McClay. 
1977-19S3: and legislative director for United States Senator Nicholas F. Brady. 
1982. 

Ms. Holiday graduated from the University* of Florida (B.S.. 1974: J.D.. 

1977). S^he was bom in Middletown. OH. Ms. Holiday is married to Terrence B. 
Adamson: has one child. Kathryn, and one stepson. Terrence Morgan Adamson: and 
resides in Atlanta. GA. and Washington. DC. 


LANGUAGE: ENGLISH 
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0-91 (R*v. 0t/ll/9I» 

TRANSMIT VIA: 
QQ Teletype 

DATE: 10/VT2 

-PACE 1 OF 2 


._1paRTMENT OF JUSTICE 
JERAL BUREAU OF INVESTIGATE.. 
COMMUNICATION MESSAGE FORM 


PRECEDENCE: 
□ Im medi ilc 


to rei ^K/PRioRiTv/£3q|-^-^V5^) 



CLASSIFICATION: 

□ TOP SECRET 
SECRET 
CONFIDENTIAL 
UNCUCSX F T 0 




JAMES B . "fiCDOUGAL i SUSAN H . "TlODOUG AL *, LISA "fcNSPAUGH *, 
UNSUBXS) *,\ MADISON GUARANTY SAVINGS AND LOAN, LITTLE ROCK 
ARKANSAS; \lf, OO: LITTLE ROCK 

RE T^LcVl FROM SSA KEVIN 0. KENDRICK, FBIHflj^p^SSA STEyE^ 
IRONS, LITTLE KOCK , 10 /a/*J2, AND TELETYPE F R fOfi LI T T L E ROCK TO TH E 
BUREAU, lO/T/'lB. 

DISCUSSED IN RETELCALL, AN FIF INVESTIGATION IS WARRANTED 
IN CAI>TIOHO MATTER. THEREFORE, LITTLE ROCK sWaJ^RIATE A 
LIMITI1D INVESTIGATION AIMED AT DETERMINING THE EXTENT 

N 




^AtfL-av® 


NOTE: Copy Design* 
Approved By 
•1RI/JUL 
Transmitted 
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o-«A<ac* oj/ 33 / 51 ) Apartment of justice ) 

FEDERAL BUREAU OF INVESTIGATION 
COMMUNICATION MESSAGE FORM 



and Review the documents referenced in .the criminal referral. 

IN O^DER j TO PROTECT THE I DENTITIES_OF PASSIVE INVESTORS AND/OR 
WITNESSEjS •» LITTLE ROClC SHOULD NOT CONDUCT ANY OVERT INVESTIGATION 
SUCH^S WITNESS INTERVIEWS OR SERVING OF GRAND JURY SUBPOEnIs AT 
THIS TJME\ IN ADDITION, THE DOCUMENTS SHOULD BE AFFORDED/ 
APPROPRXaT£\SECURITY SO AS TO MAINTAIN THE PRIVACY OF JKl 
WITNESSES^ 

LITTLE REQUESTED TO SUBMIT RES U L TS O F THIS LIM I TED 

INVESTIGATION AND ANTICIPATED INVESTIGATIVE AND PROSECUTIVE PLANS 
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0-938 (Rr» 01/33/91) 


v. APARTMENT OF JUSTICE 
FEDERAL BUREAU OF INVESTIGATION 
COMMUNICATION MESSAGE FORM 


PACE 3 


ADniNI jTRAT I^E J| 9 TE./ T K g LE K COUNTl 

ON yi/T 2 , THE I^TfLE ROCK P I V I S IOfT^EtWO A CRIMINAL 
REFERRAL/ FORM FROJt^THE RTC ALLEGING UIPESPREAP FrcAUMJLENT CHEC K- 
KITIKCiCTZVITJK LISTING PRESIPENTIAL CANPIPATE BILlN^LINT ON\ANP 
HIS Wl/E i HILARY’. AS POTENTIAL WITNESSES . ON 10 /fl/ 12 X^ BUREAU 
OFFICIALS NET WITH ASSISTANT AC ROBERT NUELLER ANP SPECIXL \ 
COUNSEL •* IKK RAPHAELSON, OF THE POJ. AAC NUELLER AP VISEP\THAT\ 
POJ VIP NOT HAVE ENOUGH INFORMATION AT THIS TINE TO RENPER\ANY \ 
CINP/OF O/PINION ANP THAT FBIHfl SHOULP MAKE A PETERNIN ATION \ 

REG ARPING AN INVESTIGATIVE COURSE OF ACTION. A AG MUELLER ARPEP 
THAT| THIS MATTER SHOULP NOT BE TREATEP ANY PIFFERENTLY THAN 'ANY 
OTHER SIMILAR FIF INVESTIGATION APPRESSEP BY THE FBI ANP POJ]. 


Prflf.lftd-.BV ■ KBKL|>"P 

COPY P E^SI g\a T 1 0 N S . V 
1 - NR. vKRINPER 
1 - NR. KUBrS. \ 

1 - MR. PICK 
1 - Hft- KENPRICK 


Room/TL « : 36M1/231 Phone 
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BJECTt , CwVs B . 



SUBJECT * # JAME^ B. XC OQUCALI ET AL t UNSUBtSIJ MADIAS 
GUARANTY SAYINGS V^O LOAN, LITTLE ROCK* ARKANSAS* F I F | 

00: LlTTLfe ROCK. n 

RE TELETYPE FRON^OIR^TOR TO LITTLE ROCK# OCTOBER 9* 
1992* CAP TI ONED AS ABOVE 
FBIHQ, OCTOBER 9 
AS OISCUSSEC 
INITIATE AIN INYE 

I 

DURING THE P 


1992. 

IN REFERENCED TE 
TI CATION OF CAPTIONEtKfUTTEB 
»f*ICO OCTOBER 9-16* 1992, 
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PACE TWO OE 

ATTORNEY <u/a), EA^T^RN DISTRICT OP ARKANSAS 
COLLAR CRLfcE SU^RYISOR AND FINANCIAL ANALYST 
LITTLE ROCK* CONDUCTED AN EXTENSIVE REVIEW OF 

■E Ap/pRGXIMATELY 300 EXHIBITS FURNISHED 
}N TT(UST CORPORATION (RTC ) • USA CONCUR 
FACTUAL BASIS TO SUCCEST CRIMINAL 
A^Y OF THE INDIVIDUALS LISTED AS WI 
REFERRAL. t*SA 'FEELS THE LIMITEO DATA FURNISHEO HAY INDICA 
CRIMINAL ACTiVjtXon THE PART OF CAPTIONED SUBJECTS * JA>TS ANO 
SUSAN *C OOUCAL* >VD\LI SA ANSPAUCH. HOWEVER* US ^Ts HQLOINC 
PROVISION OF A PROSECUTIVE OPINION REGARDING THOSE SUBJECTS IN 
ABEYANCE. 

AS OllSCUS'SED IN PREVIOUS COMMUNICATIONS* JANE 
WAS PREVIOUSLY INDITED FOR FRAUD RELATEO TO THE FAILURE OF 
MADISON 



CURRENTLY HAS NO 



INCOME ANO IS BELIEVED TC 
FRIEND. WHILE THE AVAILABLE F>CJS 
MORE FEDERAL VIOLATIONS MAY EXIST * N U$A IS 
LlKELlHOOq OF PROVING SUCH VIOLATIONS ANBl^THE MANPOWER 
OPPORTUNIT'Y^OST KO OTHER PRIORITY INVESTIGAT fQTr-5 — &F — R4 
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PAGE THREE 0E/ 


POSTURE RJ 

EGAR 

investigJ 

TION 

PROSECUTI 

VE q 



HC OOUCAL $ SECONJT TIME. 

ACCORDINGLY HTTl. E ROCK REMAINS IN A NON- INVESTIGATIVE 
POSTURE R/EGARj/lNG THIS MATTER ANO WILL NOT CONOUCT ANY 

WITHOUT THE CONCURRENCE OF USA ANO A POSITIVE 
PINION. 

LITTLE ROCK OIVISION PREVIOUSLY IDENTIFIED TWO FAILEO 
LITTLE ROCK\Si\lNGS ANO LOANS* SAVERS SAYINGS ASSOCIATION AND 

first saving^ of\arkansas* to rtc as having significant 

CRIMINAL P0TENr*4L.\ LOSSES SUFFERED WERE APPROXI 
S9C0 MILLION AT F f 





SAVINGS OF ARKANSAS A'NO *650 MILLION AT 
SAVERS SAVINGS. REFERRALS HAVE NOT BEEN RECEIVED FOR THESE 
INSTITUT IONSVv^ IT IS NOTED THE LOSS AT MAOISON GUarS??? 

1A7.7 MILLION. IS RE0UEST60 FBI HO CONTACT RTC ANO RESIST 

IT EXPEDIT OUSLY jJL^O>^SS PROVIOINC REFERRALS ON SAYERS ANO 
FIRST FEDERAL* NEITHET^O^XWHICH HAVE BEEN THE SUBJECT OF 
INVESTICAT [ON OR jlNOI CTmK^^A^^ ARE BELIEVED TO HAVE 

MUCH GREATER PROSECUTIVE POTsKJ I At\THAN MADISON GUARANTY 

i 

SAVINGS ANO LOAN. 


I 


THIS WILL REPE** * RFQ4jE|T MAO E BY 
LITTLE ROCK TO THE REGIONAL RTC OFFlcVvJN EARLY 1992. 
BT 

• 0001 
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PAGE 2 

1ST STORY of Level 1 printed in FULL format . 

Copyright 1992 The Washington Post 
The Washington Post 

October 5, 1992, Monday, Final Edition 
SECTION: FIRST SECTION; PAGE A7 
LENGTH: 304 words 

HEADLINE: Clinton's Passport Files Missing Several Pages; 

FBI Reportedly Probes Possible Tampering 

SERIES: Occasional 

BYLINE: Gary Lee, Washington Post Staff Writer 
BODY: 

The FBI is investigating whether someone tampered with Democratic 
presidential nominee Bill Clinton's passport files at the State Department, 
according to the current issue of Newsweek magazine. 

The investigation began after State Department officials, responding to 
Freedom of Information Act requests by several news organizations to see 
Clinton's passport records from the 1960s and 1970s, found "that several pages 
seemed to have been ripped out," the magazine reported. 

Whether or when the tampering occurred, or who did it, is unclear. Officials 
at the State Department and the FBI declined to comment on the report yesterday. 

The news organizations apparently were investigating Clinton's draft record, 
which has been an issue in the campaign, and his days as a student in England as 
a Rhodes scholar in 1969 and 1970. While he was a student there he took a 40-day 
trip during his winter vacation, visiting Denmark, Norway, Sweden, Finland, the 
Soviet Union and Czechoslovakia. 

The State Department visa office keeps records of requests for new 
passports or changes in citizenship. Access to the files is carefully 
restricted, the department said. 

Clinton aides said they had no knowledge of any tampering with the 
candidate's files at the State Department. 

"We certainly didn't have anything to do with it," said Clinton spokesman 
George Stephanopoulos , declining further comment on the report. 

Another aide pointed out that the GOP officials who have been in charge at 
the State Department for the past 12 years would have had better access to the 
files than would Democrats. 

But a Bush campaign aide said Republican campaign officials knew nothing and 
denied any implication of wrongdoing. 

"We know nothing about the files except what we have seen in news reports," 
said spokeswoman Torie Clarke. 
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US. Department of Justice 

United States Attorney 
Easter n District of Arkansas 



Qr~rr.*c- 

Pest Offict Bet 1229 

TO FEB - I P 3: 3S* ttU **■*• A "W?7:XJ 

OTL '.uwiicL 


Ms l Donna Henneman 

Office) of Legal Counsel 

Executive Office for U.S. Attorneys 

Main Justice Building 

Washington, D.C. 20530 


Dear 



This\is x 
believe was 


RTC Referral C0004 


follow-up to my letter of Oc; 
piously sent to you. If not 



oer 16, 1992, whidh I 
rn p y lu enulu ~ J Z»d. 


RTC officials have again contacted this office following an 
FOIA request upon them by some member of the Little Rock media. 

r^TC's contact with us was to determine Have pd^ition of this 
office regarding their response to the FOIA request^ Specifically, 
RTC |wanted\to know if a production of referral dbquments would 
affect our investigation. 


The pu: 
confbsion. 



of this letter is to clarify any\ possible 


First J we havb^noNlnvestigation ongoing. Second/, we Have 
informed RTC of this and rurther suggested they should ^follow ,'the 
appropriate FOIA law in v i^spoqding to the request. I believe this 
RTC [inquiry makes it appropriate for me to advise you as to/ the 
present status of the aboveN^ef err 1 

| Our position as related in'^the enclosed letter of October 16 
is self-explanatory. As previously^indicated, it see®/ prudent 
that) a limited preliminary invest igatlon^gf allegations" pertinent 
to Kr^and Mrs. McDougal and Ms. Anspaugh^shotrld^ba considered. 
The ta)^ng^fbg2 ' s from these individuals should determine whether 
there is meritr-tb substantiate further investigation. 
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defendants r^ulted in a not guilty verdict. Several allegations 
suggesting/political prosecutions were made during, the y trial . 
These were patently false but a second investigation/^rosecution 
cotild easily give the appearance of inappropriate motivation by 
this office. \ \ 


investigation, indictment, prosecution or declination l be| the 
responsibility of the Department of Justice. I have resigned my 
position as United States Attorney effective March 1, 1993/, and am 
separating service with the Department of Justice that ^ate. I 
will be happy to transfer the RTC workpapers or make them avai/lable 

fOlT vaui 




Best Regards, 



United States Attorney 


CB/bw 
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w 


JGv:LrU:MZD: ( 
Typad 3/2/93 
<£11113622 


ECUS A 

f.eceiv:: 

Pif ' J 


U.S. Department of Justice 
Criminal Division 


Orru-i. 


Ainm nl Altomcy 




Douglas N. Frazier 
Associate Deputy Attorney General 

John C. Keeney 

Acting Assistant Attorney General 

Recusal by the U.S. Attorney's Office for the^' Eastern 
District of Arkansas on a Resolution Trust Corporation 
Referral. 


' / 


TJie attached recOSal package was forwarded for/ review from 
your office on February 13, 1993 . We -have reviewed tne material in 
the package and have concluded that there is no identifiable basis 
for recusal by the United States Attorney. Further, ve would not ; 
question decision by the United Stat^s^Attorney to'xiecline 
further ^substantive action on the refer ral. A co p y of the Fraud 
Section' srierfnorandum summarizing our review is attached for your 
use and, should you decide it is appropriate, for forwarding to the 
United States Attorney's Office in Little Rock. 



110 


CMJ (Rrr. 01 /«/?!) 

TRANSMIT VIA: 
(2 Teletype 

DATE: 10/2k/*I2 

-PACE 1 OF 


DEPARTMENT OF JUSTICE 
FEDERAL BUREAU OF INVESTIGATION 
COMMUNICATION MESSAGE FORM 


PRECEDENCE 


CLASSIFICATION: 

_ JOP SECRET 

□ SECRET 

□ CONFIDENTIAL 

□ UNCLAS fc'E T o 



FH DIRECTOR FBI 
TO FBI/LITTLE/tfoCK/ROUTINE/ 

BT 

UNCLES 
CITE 

SUBJECT: \ JAMES B. 'HCDOUGAL*, ET AL*, UNSUBCS>; MADISON CUAR^TY/ 
SAVING'S AftD LOAN, LITTLE ROCK, ARKANSAS*, FI F\ 00: LITTLE/ROCK 

REBUTeVcaLL FROM SSA KEVIN B. KENDRICK, F INANCIAl^ANSTl/u- 
TION FRAU^NTT., TO SSA STEVE IRONS, LITTLE R0C^>1 q/23/ < 12 AN'D 
LITTLE ROCK 


REFERENCED LITTLE ROCK TELETYPE REQUESTED FBIHfl CONTACT 


OFFICl 



pproved By L-M ■ - 

MRI/JUL '7 

Uf -£»W‘J2 ~7\ 


Trtnsmitled 
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)-91A (Rr*. 0 1 /34/S 1 ) 


' DEPARTMENT OF JUSTICE 
FEDERAL BUREAU OF INVESTIGATION 
COMMUNICATION MESSAGE FORM 



-PAGE 2 UHZLh 

WERE SPEiHFICALLY^tNTIFIED AS FIRST SAVINGS OF" 

SAVERS AAVING^ASSOCIATION. 

ON IOa/e/12, KEN DONAHUE, CHIEF, INVESTIGATIONS SYSTtflS, 

RTC , Was /elEPHONICALLY CONTACTED IN REGARD TO THESE INSTITb- 

donahue advised that the rtc investigator is an 

Al NAMED JEAN LEWIS, STATIONED IN THEIR KANSAS CITY 
REGIONAL \fflCZ- HE FURTHER STATED THAT LEWIS WAS AWARE Of/tHE 
PROBLEMS W'lTHIN THESE INSTITUTIONS AND THAT SHE WOULD BE 
TRAVELLING TO LITTLE ROCK IN THE NEAR FUTURE. DONAHUE/SAID 
CRIMINAL RE^ERIULS RELATING TO SPECIFIC TRANSACJ^tftfs WITHIN BKh 
INSTITUTIONS WMJ^ BE FORTHCOMING WITHIN THE A l MU-ldU DAYS 7 
BT 

//// 
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V93B (Re* 01/25/91) 


DEPARTMENT OF JUSTICE. 
FEDERAL BUREAU OF INVESTIGATION 
COMMUNICATION MESSAGE FORM 


PACE 3 


ADMINISTRATIVE NOTE /TICKLER COUNT: 

ON 1/1/12/ LITTLE ROCX^tttTvZl A CRIf^TOTHU^ERRAL FROM^HE RTC 
ALLEGIN$/wiDESPRE>WRAUDULENT CHECK-KITING ACTIVITY, LISTING 
PRESIDENTIAL CANDIDATE BILL CLINTON AND HIS WIFE HtL^RY AS 
WITNESSES. yKEVIEU OF DOCUMENTARY EVIDENCE BY LITTLB^ROCK KBI 
AND THE U.S/ ATTORNEY'S {USA> OFFICE FAILED TO WARRANT FURTHER 
INVESTIGATION OF ANY OF THE WITNESSES-. INCLUDING THE CLINTONS • 
LITTl/E ROCK POINTED OUT THE EXISTENCE OF TWO SUBSTANTIAL PAIlU^E 
CASES WIT/HIN THE DIVISION THAT BOTH THEY AND THE USA'S OFFICE \ 
DEEMED BETTER SUITED FOR UTILIZATION OF THEIR RESOURCES. LITTLE 
ROCK| CONSEQUENTLY REQUESTED FBIHQ TO DETERMINE THE STATUS Off THE 
REFERRALS IN THESE MATTERS AND THIS COMMUNICATION ADDRESSES THAT. 


Drafted 


yscvr 


\ \ 

COPY DESIGNATIONS s 
R . fcENDRI 


Room/TL t: 3fl31 Phone No: SbSfl 


MR. 


RICK 
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UNITED STATES DISTRICT COURT 
EASTERN DISTRICT OF ARKANSAS 
WESTERN DIVISION 


UNITED STATES OF AMERICA , 
Plaintiff , 
v . 

DAVID L. HALE , 


Defendant . 


No. LR-CR-93-147 

Little Rock, Arkansas 
March 22, 1994 

10:00 A.M. 



PLEA 


BEFORE THE HONORABLE STEPHEN M. REASONER, 

United States District Judge. 

APPEARANCES : 

For the Plaintiff: U. S. Department of Justice 

By: ROBERT B. FISKE, JR., ESQ. 

Independent Counsel 
RUSTY HARDIN, ESQ. 

DENIS J. McINERNEY, ESQ. 
Associate Counsel 
2 Financial Centre, Suite 134 
10825 Financial Centre Parkway 
Little Rock, Arkansas 72211 

For the Defendant: Skokos & Coleman, P.A. 

By: RANDY COLEMAN, JR., ESQ. 

425 W. Capitol Avenue Suite 3200 
Little Rock, Arkansas 72201 


Court Reporter: CAROLYN S. FANT 

P. O. Box 1148 

Little Rock, Arkansas 72203 


Proceedings reported by machine stenography; 
transcript prepared by computer. 

Carolyn S . Fant 
United States Court Reporter 


1< 

1: 

1: 

1: 

i< 

l 1 

li 

l' 

1 ! 

I 1 

2 

2 

2 

2 

2 

2 


114 


22 

Your Honor, as to Count One, the evidence would 
show that Mr. Hale was part of a conspiracy with others, 
including Mr. Matthews and Mr. Fitzhugh, who have been 
indicted and are scheduled for trial separately, to 
defraud the SBA of $900,000. Specifically, the evidence 
would show that, among other things, that' in November of 
1988 and March of 1989 Mr. Hale and others caused over 
$1 million to be temporarily transferred into Mr. Hale’s 
small business investment company, CMS, so that Mr. Hale 
could make it appear to the SBA that two things were 
present. Number one, that certain of CMS ’ s 
non-performing loans had been paid off; and, number two, 
that CMS had $400,000 in new paid-in-capital. In fact, 
the loans had not been paid off and there was no real 
infusion of new capital in the CMS. Mr. Hale and the 
others did this so that Mr. Hale could qualify to 
receive $900,000 in funding from the SBA. As a result 
of their fraudulent actions, Mr. Hale's company did in 
fact receive the $900 , 000 in March of 19-89. 

With respect to Count Two of the superseding 
Information, the evidence would show that during the 
period of time from 1985 through 1991 Mr. Hale engaged 
in a scheme during which he caused his company, CMS, to 
make fraudulent loans to various individuals and 
entities in order to improperly and illegally benefit 

Carolyn S. Fant 
United States Court Reporter 
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himself and various other people. Specifically, the 
evidence would show that on numerous occasions 
throughout that time period Mr. Hale caused false 
statements to be submitted to the S B A concerning loans 
CMS made to numerous entities. 

In addition, Mr. Hale received a’ large portion 
of the proceeds of a loan that he assisted others in 
improperly obtaining from Madison Guaranty Savings and 
Loan and then used those proceeds to obtain financing 
from the SBA. 

That is what we would anticipate the evidence 
would have shown if there had been a trial on these two 
counts . 

THE COURT: Thank you, Mr. Hardin. 

Mr. Coleman and Mr. Hale. 

Mr. Hale, did you hear what Mr. Hardin said? 

MR. HALE: Yes, sir, I did. 

THE COURT: Do you acknowledge the truth of 

that? 


MR. HALE: Yes, sir, I do. 
THE COURT: The money you 

of this temporary deposit, who was 
MR. HALE: I'm sorry? 

THE COURT: What happened 

obtained from the SBA by this plan 


obtained on account 
that loan to? 

to the money you 

? 


Carolyn S. Fant 
United States Court Reporter 


41-390 97-5 
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totaling approximately S1.4 million, sba provided funding to Capital 
Management totaling S3.4 million on the basis of this private capitalization. 
Between 1980 and 1993, Capital Management reported 79 financings to 
sba, totaling approximately S9.8 million, to 57 small concerns. 


Results in Brief 


sba’s oversight of Capital Management was clearly inadequate, sba 
examiners failed to recognize strong indicators, or “red flags," that Capital 
Management was improperly managed. While sba did finally take action 
against Capital Management in 1993, its inadequate oversight through the 
years resulted in a $3.4-million loss to sba. Gao reviews in recent years 
have been critical of sba oversight of several programs. 5 

Mr. Hale operated Capital Management in an improper manner by entering 
into prohibited transactions. Such prohibited transactions included loans 
to business associates and loans for real estate purchases, both of which 
violated sba regulations. 6 He also took advantage of the opening provided 
by the flexibility in sba guidelines— for determining socially or 
economically disadvantaged individuals — to provide loans to individuals 
with questionable claims to program eligibility. 

We were unable to fully analyze the transactions with Susan McDougal, 
Castle Sewer and Water, and Southloop Construction because key 
participants were unavailable for interview and Capital Management 
records were incomplete. Nevertheless, the Susan McDougal loan is an 
example of loans that Mr. Hale made to persons with questionable 
eligibility. Capital Management documents showed that Mrs. McDougal 
had represented the combined net worth of her and her husband to be 
S2.2 million and that Mr. Hale had failed to follow sba guidelines in 
documenting her eligibility. The sole justification for ail three recipients’ 
eligibility, according to Capital Management records, was a 2-paragraph 
“boilerplate" document developed by Mr. Hale that we found in numerous 
other loan files. 


‘Small Business: Proble ms in Restructuring SBA's Minority Business Development Program 
ffi Jan. 3 1. 1&32 1 ); Small Business: Improving SBA Loan Collateral liquidations Would 

Increase Recoveries fCAO/RCED-92-3. Dec. 1$. 1991); Credit Management: Widespread Loan 
Origination Problems Reported (GAO/AFMD-91-7, Nov. 9, 199(5)! 

‘In addition. Mr. Hale has been indicted by a Little Rock, Ark., federal grand jury for allegedly falsifying 
a $400,000 capital investment in Capital Management and allegedly falsifying the status of certain loans 
on the company's books. 
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review. The basis for my request was an RTC policy 
directive dated June 17, 1993 on the subject of criminal 
referrals . 

Paragraph 1 of that : directive explained that its 
purpose was to consolidate instructions and guidance on 
making criminal referrals to the U.S. Department of Justice 
and other agencies. 

Paragraph 2 of that directive, entitled "policy," 
stated that "except in rare circumstances, criminal 
referrals shall be reviewed by RTC investigations and legal 
division criminal coordinators before they are delivered to 
the U.S. Attorney and the FBI or other investigative 
agencies. RTC criminal coordinators shall make certain 
that all required and support documents are provided." I 
acted consistently with this policy directive. 

In September 1993, the legal division criminal 
coordinator for the Kansas City office was Karen 
Carmichael, an attorney in my section who had previously 
served as the criminal coordinator in Tulsa, Oklahoma. The 
unambiguous language of the June 17 directive required that 
she review any criminal referrals before they were 
delivered to the U.S. Attorney or the FBI. 

To help her conduct the required review of the Madison 
referrals, I assigned Philip Adams, an experienced former 
federal prosecutor who served on the Department of Justice 

Ace-Federal Reporters, Inc. 

Nationwide Coverage 
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T>EPo*a\o*o P. AT 

10-2A-SS 

Q So contacting prosecutors was 
what you did? 

A Wasn't part of my purview on 
basis . 

Q Let's go back to the June 17, 
document. Paragraph 2 says "policy." 
investigator, attorney or contractor fo 
discovers suspected criminal activity, 
shall prepare a criminal referral using 
interagency criminal referral form in a 
filing instructions and the following g 
For purposes of making a referral, susp 
activity means there's a reasonable bas 
that a crime has or may have been commi 
there's evidence of wrongdoing or factu 
the belief (not merely a suspicion) . E 
circumstances, criminal referrals shall 
by RTC investigators and legal division 
coordinators (RTC criminal coordinators 
they're delivered to the U.S. Attorney 
other investigative agency) . " 

Now, legal division criminal 


47 


n't part of 


any normal 


1993 

"Whenever an 
r RTC 

that person 
the standard 
ccordance with 
uidel ines . 


ected 

criminal 

is to 

believe 

t ted , 

i . e . , 

al bas 

is for 

xcept 

in rare 


be reviewed 

criminal 

before 

and the FBI or 


coordinators , 
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RtSOi UTIOM TRUS T PERFORATION 
. Revolving TW CriiU 
lutoring Tk* Coondtact 


une — — 19 


MEMORAHDU 


'TO: 


Heads 



All RTC Investigations Department 
(Field Sites) 

All Investigations Staff (Washington 
All Assistant General Counsel (Field 
All Litigation, Professional Liability 
and Complex Litigation Section Chiefs 
(Field Sites) 

All Litigation, Professional Liability, 
and Complex Litigation Attorneys 
(Washington) 


James R. Dud i 
Director 


ites\ 


Office of 



igations 


Thomas if. Ifihdea 
Assistaq.^uenera 
Professional Liability Section 


■Oufi-kUL 

il Counsel 


James M. Barker/yp 
Assistant Geneva l) Counsel 
Litigation Section 


SUBJECT: 


Jerry Patchan 
Aseistant General Counsel 
Complex Litigation Section 

Criminal Referrals 
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2. Policy: Whenever an investigator, attorney, or contractor 

for RTC discovers JisrrSpected criminal actlrv^ty," that person 
shall prepared criminal referral, using the stah^ard Interagency 
Criminal Referral Form, in accordance with filing instructions 

and thcr following guidelines^. For— purposes of making aNreferral, 

"sus/ected criminal activity" means that therms a reasonable 
bas4s to believe that a crime has or may have been dpmmitted\ 
i7e., there's evidence of wrongdoing or a factual basisXfor the 
slief /{not merely a suspicion). Except in rare circumstances) 
rimirial referrals shall be reviewed by RTC Invest igat ions \and 
L.egalf Division Criminal Coordinators ("RTC Criminal Coordina- 
tors •) before they are delivered to the U.S. Attorney and the 
ar o :her investigative agency. RTC Criminal Coordinators sha 
aake certain that all required information and support document ; 
are provided. 


3. \ Handling of Criminal Referrals : All referrals at/ sensitive 

and.mtistt^e handled with appropriate confidentiality and care\ 
Host RT^c/l^ninal referrals are made to the IK'S. Department of 
Justice { fhc lading the U.S. Attorney's Office ancPthe FBI). In 
such cases, each referral should be accompanied by a cover letter 
signed by a supervisory official; thi3 may be a Section Chief, 
Depa/^ment Head, or, in appropriate cases, the^Cr/minal^C^ordina- 
tor. Vm^n the criminal referral includes records or information 
e records of a customer who is an individual or a 
vcohsisting of five or fewer individuals, the signinqr 
of 1 \ \ 

| HOUSE \ 
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lettor, as required by the Right to Financial Privacy Act, 
12 U.S.C. 5 3412(1 


The information pertaining to this matter may h^ve been 
drived from the f iriancial- record s_of customers of' 
/federally inured financial institutions."^! hereby 
certify^that (A) there is reason to believe thk these' 
records may be relevant to a violation of a federal, 
criminal law, and (B) the records were obtained in tVie 
Exercise of RTC's supervisory or regulatory functions; 

Referrals for money laundering and other financial crimes may 

be made in this manner to components of the Treasury Deparl - 
(e.g. # the Secret Service). In cases of referrals to tfthe * 
federal agencies, the Legal Division Criminal Coordinator ^houtfd 
bA consulted to ensure compliance with the other requirements jof 
theVRight to Financial Privacy Act. 

Copies of significant criminal referrals sh<julcl also be sent to 
the Of f iceXofylnvestigations, Washington, D.C^ significant 
referrals are those which qualify to become "major" cases under 
DOJ guidelines: (1) Loss due to apparent criminal conduct is 

o(idyct^Tnvqlves a 

ctory officer, professional (e.g., attorney or abqount^nt) , 
shareholder of the institution; or (3) Other compelling rea^ 
sthV apparent misconduct is part of a pattern 
pr< voi\ing\other financial institutions or the schAj^gr ' 

TH07G5 


>000 or more; (2) The apparent criminal con 
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suepects pose a threat to operating f inancial institutions) . As 
with all other c^arlnal referrals, of f icia><i^le copies must be 
retained in fefCe field office. 


4 . / coordination with Other, Agencies : In acco>d^nce with\a 

recent agreement, RTC-generated criminal referrals wYll be fW- 
vArded ta the Department of the Treasury's FinCEN offic\, to kje 
Included in a national database of referrals submitted fr\m 
financial institution regulators, banks, credit unions and\sav- 
asaociations. Refer to the filing instructions contained 
3 of the Interagency Criminal Referral Form. 


Compliance with _Senl^r_J[iit^ra^ency Qroup, Pol icy statement 
eaardinq Rational Policy on Collection a nd Repo rting Procedures 
f^r Restitution Payable to Financi al Institution Re gulatory 


liria 


Agencies /"SIG Policy Statement”) : RTC Criminal Coordinators] 

shall\be yesponsible for contact with other agencies to insureX 
compliance with the SIG policy statement adopted June 25, 1992 
It is essehtiyi that all communication with the appropriate 
investigative agency and/or the USAO or DOJ trial attorney be 
coordinated in advance between the Legal and Investigations 

t iOn^should\ remain 
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6. Record Keepina:^^t^i^er\^mrKartant that all criminal 
referrals and^£htfsubsequent case and sentenbi^ status be en- 
tered into/the Thrift Investigations Management System (TIMS) . 
Referrals which were filed by an RTC institution before it failed 


or by/ a regulatorvageficy (OTS or FDICpvrtvioh name specific 
individual (sU^and for which the statute of limitations hak not 
expired oy for which a criminal case has been initiated (viay 
indictment or information filing) must be entered into \lMS as 
tfell . j Do not enter inherited referrals which do not nameVthe 
suspect (e.g. naming "unknown," or "unidentified employees\). 


le must be maintained in the field office by the design \ 
stigations Criminal Coordinator for each referral with 
fling documentation and subsequent correspondence. These 
econds are highly confidential and should be treated acc/6rdiJgly 
(eVg.A kept in secured/ locked cabinet). 


The completed referral form and some related reodrds are subject 
to the applicable provisions of the Privac ^Act of 1974 f s 
S 552a, and^ay not be disclosed to the public in response to a 
request under the Freedom of Information Act, 5 U.S.C. $ 552, or 
assart of a litigation discovery process. Afiy^r^quests for 
r »fer^al information from non-regulators or non^K^C investigative 
or legal^staff should be promptly referred or forwarded to^the 
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investigative contractorsjpay have ac cess to these records under 
the close supervision of the attorney with Tit4^ atin< 3 responsi- 
bility for t£6 matter or Investigations, as appropriate. Out- 
side contractors should be advised of the sensitivity \f case 
materials and that disclosures are prohibited. 


7. / Attachments and References: This directive replaces ail 

others previously issued on this subject. A sample Interagency 
Criminal Referral Form and SIG Policy Statement are attached. 
Pleas & review the Investigations Section of the Conservators' 
operating Manual and Directive 91-097 issued by OIG. Most at th(e 
relevant federal bank fraud statutes are contained in Title .8, 


Code . 


ents 
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SUBJECT: 


Criminal Referrals 
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To 


UNITED STATES OF AMERICA 

CangwjSS »C tfjc tHniteb 

t Ken S tolar. Customer R feearch Department 

Office Depot. Inc. *ttn. xe* ~ 


2200 Old Germantown 


Delray Beach, Florida 3344 S 


, OraJtog; 


BunSoant to lawful authority, YOU dRS ^^^^ t ^^^^p^nr^rporatlon 
- and Related Matters 


appear before the 


Soecial 


. Committee on 


of the Senate of the United States, on S**** r -. Z 

at nine o'clock at their committee room 


IB—, 


thm and there 


S54 Dirksen Senate Office Bu i lding .. ... 

to <uu Ufg J.ft. i yv . I..UM h i| T,Ll ”***" amia ~ Wn ' 

tuleratio n by tM 

Prcduc che document* »nd records described In Attachment A. 


JBtrtrf fait nod. « you wiU answer your default under the pains and pen- 
alties In suoh oases made and provided, 

r> Joseph :<olinski , Chief Clerx 


to terve and return • 


«ftat under my hand , by order of the committee, this 

in tho year of our 


5th 


. day of 


Decemoer 


Lord one thousand nine hundred and . nlnetv fiy ° — 

CLSpSZ U ( 2 dX**= 3 Z[l. 

'c'rnu 


J Special a 

Chairmen, OarrunitUa an 


0517 • 
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ATTACHMENT A 


Produce any and all records and documents that record, reflect, 
or refer to the date of purchase of an Olympus Model S924 
microcassetta recorder with serial number 196860VGP, 
believed to have- been purchased by L. Jean Lewis in early 
1994 in or around Kansas City, Missouri. 
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December 6, 1995 


Joseph Kolinski 
Chief Clerk 
United States Senate 
534 Dirksen Senate Office 
Washington, D.C 20610 

Re: Subpoena Duces Tecum from Special Committee to Investigate Whitewater 

Development Corporation 

Dear Mr Kolinski: 

In response to the request for documents as set forth in Attachment A of the 
Subpoena, enclosed please find a copy of the register receipt which may be evidence 
of the purchase in question. The receipt reflects that this purchase was made on 
January 17, 1994 in our Office Depot store located at 11225 W. 64th Street, Shawnee, 
Kansas. 

Please note that Office Depot was able to locate and obtain this sales receipt 
only after receiving a telephone call from Jean Lewis who provided the date of 
purchase, location of the store and the dollar amount spent. Office Depot does not 
have any resources which would enable us to identify or confirm the identity of the 
person who made this purchase nor venfy the serial number. 

I have been advised by investigator Jim Petruzzi that the production of the 
documentation is sufficient for the purpose of responding to the Subpoena and that it 
will not be necessary for someone to appear in person. Unless I hear from you to the 
contrary I will assume that it is not necessary for an Office Depot representative to 
appear in person at 9 00am on December 12. 1995. I can be reached at (407) 266- 
1299. 



Alyson Kaufman (y 
Paralegal/Legal Dept. 


enc. 


Office DEPOT. Inc. 


407/278-4800 


2200 Old Germantown Road, Delray Beach, FL 33445 
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ACCOUNT HUNGER 
CHECK 

APPROVAL CODE 999? 

00G05732C0C00020720QQO332-.8OQ0OQCQOO 
1/17/94 to:27 

2JA 7 SALE 9716 0176 002 
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KFG.LIST $81.00 
3087803683 JASC3 AC ADAPTOR 
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2521517903 60MIN. MICRO 3PK 
MFG.LIST $9.39 
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TOTAt 
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CHECK 
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9139637237 

69.lt 

7000000000 


1>T^94 

uK29 
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w&tf 

7170924412 MARKER SET 

9 

KFG.LIST $6.00 ^ \ 

893551455? COHBd fMK/St^r 

29.99 

MFC. LIST $42.75 ^ 

SUBTmC 

33.98 

KS. 6.5X SAtfTTAX 

2.21 

S TOTAL 

36.19 


^ACCOUNT jJj^ER 6011564101253044 

CHARGE <$PS) . 3M9 

AFJ^At>CafiE_ 017650 
W006785800000207200C06S786000000000 
1/17/94 10: 

2.3A \rSAL£ 9710 0U^O2^ 

3027344 1 06 CAK^^Z*<37 
KFG.LIST <94.95 

SUBTQTA^ 74.87 

K2. 6.5X SALE^mX _ 4.87 

TOTAL ■ 79.74 

ACCOUNT NUMBER 9136310127 

CHECK 79.74 

APPROVAL CODE 999? 
OO00735320OO0O2O72OO0O73760000000000 
1/17/94 • 0 •' 35 
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LEVEL 1 • 107 OF 13S STORIES 

Copyright 1993 The Washington Post The Washington Post 
November 2, 1993, Tuesday, Final Edition 
SECTION: FIRST SECTION; PAGE A1 
LENGTH: 1389 words 

HEADLINE: Clintons’ Former Real Estate Firm Probed; Federal Inquiries 
Focus on Financial Activities of Other Arkansans 


SERIES: Occasional 

BYLINE: Michael Isikoff, Howard Schneider, Washington Post Staff Writers 


BODY: A real estate firm that was half-owned by President Clinton and 
Hillary Rodham Clinton is under scrutiny in two separate fedei al 
investigations that focus on the financial activities of prominent 
Arkansas business and political figures, according to federal officials 
and law enforcement sources. 


The company, Whitewater Development Corp., has been a recurring source of 
controversv for the Clintons. The company was formed to develop vacation 
and retirement homes on the White River in a remote section of the 
Ozarks. The Clintons have said repeatedly that Whitewater was a 
debt-ridden, money-losing venture in which they were passive investois. 


In recent interviews and public statements, David Hale, a former 
munSl judge in Little Rock under indictment on barges of defrauding 
the federal Small Business Administration has contended that during th 
mid-1980s Bill Clinton and others pressured him to make SBA-b 
to help get bad loans off the books of a failing S&L, Madison Guarant 
Savings and Loan. The White House has repeatedly denied that any su 
conversations took place. 


During an FBI raid last July on the offices of Hale’s SBA in ^ 0 St ™Q^ 

firm agents seized documents that included records of a S 300,000 loan 

to a public relations company headed by Susan 

Whitewater. Some of the proceeds of the loan - m ^ e f “J ce 8 ° a ‘ 

or economically disadvantaged" borrowers - were used to ’ 

purchase of rural property from the International Paper Co. by Whitewater 

in October 1986, according to a participant. 


As The Washington Post reported Sunday, the federal Resolution Trust 
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Corp. has been scrutinizing Whitewater’s land purchases as part of a 
separate probe into the use of depositor funds from Madison, which Susan 
McDougal’s husband, James McDougal, controlled. The RTC has asked U.S. 
Attorney Paula Casey in Little Rock to open a broad probe into whether 
Madison’s depositor funds were improperly used to benefit local 
politicians. Madison failed in 1989 at an estimated $ 47 million cost to 
taxpayers. 

Sources familiar with the probe also say that RTC investigators have 
examined Whitewater’s purchase of the International Paper Co. land and 
forwarded questions to Casey. Shares of Whitewater were equally owned by 
the Clintons and McDougals. 

The White House has said that Clinton, who was then serving his third 
term as Arkansas governor, and his wife were not aware of the loan to 
Susan McDougal or of Whitewater’s purchase of the International Paper Co. 
land. The purchase, by far the corporation’s largest transaction, was not 
disclosed in documents released by the Clintons last year to explain 
Whitewater, which became an issue during the presidential campaign. 

"There’s no way in the world that the Clintons would know about something 
like that,” said senior White House aide Bruce Lindsey when asked about 
the International Paper Co. purchase. "It’s not as though they were sitting 
in a corporate office somewhere passing corporate documents around." 

Justice Department officials have said in recent interviews that last 
summer's FBI raid was related to an investigation of Hale’s activities as 
head of Capital Management Services Inc., the SBA-backed investment firm. 
The investigation is not focusing on the president or his wife, officials 
said. 

Martin Teckler, deputy general counsel to the SBA, would not comment on 
Capital Management, which is now in receivership. The loan to Susan 
McDougal’s firm is in default and the SBA is seeking to recover the 
funds. As a general matter, Teckler said, "The agency is definitely 
interested in seeing to it that any misrepresentations to obtain funds 
from the agency are pursued." 

Questions about the Susan McDougal loan were raised publicly last 
September by Hale after he unsuccessfully sought to have the fraud 
charges dropped in exchange for his information about the financial 
dealings of other Arkansas political figures. Justice Department 
officials said he had "no tangible information" that would justify 
dropping felony charges against him. 

Hale, who first aired his charges in the Arkansas Democrat-Gazette, said 
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in an interview that Bill Clinton and James McDougal repeatedly pressed 
him to make the loan to Susan McDougal’s firm, Master Marketing. Hale said he 
was told by James McDougal the loan could help with "cleaning up" 
problems at Madison Guaranty, which was then under pressure from federal 
regulators. 

"Bill Clinton and I never discussed any loan with David Hale any time," 
said McDougal, who was acquitted of federal bank fraud charges involving 
Madison in 1990. He added that he was willing "to take a lie-detector 
test on national television absolving the president of this ridiculous 
accusation." 

Hale said in a recent interview that McDougal first told him in the fall 
of 1985 that there were "some members of the political family [in 
Arkansas] that had some loans that might be in question at Madison. " 

Susan McDougal said in an interview she did not remember the Master 
Marketing loan. James McDougal said the loan proceeds were deposited at 
Madison and that he used part of the money to purchase the property for 
Whitewater from International Paper. 

He said the Clintons were not informed of the purchase. "The Clintons 
never knew it took place, were never consulted on it. . . . If you knew 
the Clintons, they were the last goddamn people on Earth you’d consult on 
a business deal." 

Land records in Pulaski County, Ark., show that Whitewater bought 810 
acres from International Paper in October 1986 for $ 550,000. Whitewater 
made a $ 100,000 down payment and International Paper agreed to finance 
the balance, records show. International Paper spokeswoman Kathleen 
Willemin declined to comment specifically on the sale, but said the 
company makes several hundred such sales a year and often finances them. 

The transaction was potentially sensitive for Clinton. A year earlier, he 
had negotiated major tax concessions for International Paper to keep it 
from moving two of its plants out of the state. 

Two months after the purchase, James McDougal transferred title to the 
property from Whitewater to a company owned by him and his wife. 

Whitewater remained obligated, along with the new company, for the 
mortgage loan and was later named in a lawsuit International Paper filed 
to reclaim the property after a default in mortgage payments. 

Whitewater was formed initially to develop 200 acres of land in the 
Ozarks. At the time, James McDougal was serving in Clinton’s first 
gubernatorial administration as an economic development aide. 
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Several years after Whitewater was started, Hillary Clinton and her law 
firm, the Rose firm, represented Madison before state regulators while 
Clinton was governor. Questions about possible conflicts became an issue 
in Clinton’s 1992 campaign. 

Clinton campaign officials hired James Lyons, a Denver attorney, to issue 
an accounting of Whitewater’s finances. While reporting that the Clintons 
had invested $ 70,000 of their own funds in the company, Lyons’s report 
depicted Whitewater as a debt-ridden company that had done virtually no 
business for years. Clinton aides said then that remaining questions 
about Whitewater could not be addressed because many of its records were 
missing. 

Records show that Whitewater failed to file corporate tax returns during 
a three-year period in which the Clintons remained half owners of the 
firm. This omission was discovered last December when the late Vincent 
Foster, the Clintons’ personal attorney and later deputy White House 
counsel,' met McDougal to execute the sale of the Clintons’ interest in 
Whitewater to McDougal. 

Foster took responsibility for filing the returns and later hired a 
Little Rock accountant who brought the returns to the offices of 
McDougal’s lawyer on June 21, 1993. The copies show that Whitewater 
realized no income during that period. 

When copies of Whitewater’s tax returns were requested last year, Clinton 
campaign officials directed reporters to McDougal. 

But McDougal said in a recent interview he delivered his copies of 
Whitewater’s financial records to the governor’s mansion in 1987. 

"They assumed the responsibility for filing the tax returns up until 
now," he said. 

Staff writer Susan Schmidt contributed to this report. 
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1ST STORY of Level 1 primed in FULL format. 

Copyright 1993 The New York Times Company 
The New York Times 

November 2, 1993, Tuesday, Late Edition * Final 
SECTION: Section A; Page 20; Column 1: National Desk 
LENGTH: 1336 words 

HEADLINE: U.S. Investigating Clinton's Links to Arkansas S.& L. 

BYLINE: By JEFF GERTH with STEPHEN ENGELBERG. Special to The New York Times 

DATELINE: WASHINGTON, Nov. I 

BODY: 

Federal investigators are raising questions about ties between President 
Clinton and an Arkansas businessman, a political patron of Mr. Clinton in the 
1 930* s whose failed savings and loan is now under investigation. 

Government officials and lawyers familiar with the case said the President 
was neither the subject nor a target of the investigation, which is still in its 
early stages. 

But the inquiry focuses on questionable financial dealings involving the 
savings and loan, Madison Guaranty, from which Mr. Clinton benefited both 
personally and politically. The savings and loan’s owner, James McDougal. was 
one of Mr. Clinton's closest associates in Arkansas and was. at various times, 
his business partner, political fund-raiser, family banker and senior aide when 
Mr. Clinton was Governor of Arkansas. 

Advantageous Relationship 

Mr. Clinton’s banking commissioner advised him in 1933 that Mr. McDougal was 
engaged in questionable banking practices. But the two men nevertheless 
maintained a business and political relationship throughout the 1980’s that 
helped both men. When Mr. Clinton needed someone to raise S35.000 to retire 
debts from his 1984 re-election campaign, he turned to Mr. McDougal. 

Mr. McDougal denies any wrongdoing. His lawyer, Sam Heuer, said his client 
was under investigation by the United States Attorney in Little Rock, Ark. Last 
month the Federal agency that disposes of failed savings and loans, the 
Resolution Trust Corporation, asked the United States Attorney in Little Rock to 
examine several possible violations of law in the operations of the savings and 
loan, including transactions that may have helped Mr. Clinton pay his campaign 
debts. 

According to Federal officials, court documents and lawyers familiar with the 
case, the two Federal agencies have been trying to find out whether more than 
S250.000 in business loans was improperly diverted from Madison in April 1935 to 
several sources, including Governor Clinton’s re-election campaign. 

The officials said the campaign received S 12,000 in cashier’s checks from 
Madison, some of which appeared to have been paid for by the business loans. The 
former Clinton aide who deposited the money said neither she nor Mr. Clinton 
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The New York Times. November 2, 1993 
was aware of any irregularities about its source. 

Investigators have asked prosecutors to see whether the campaign 
contributions were linked to efforts by Madison to win state approval for an 
unusual plan to raise new capital by issuing stock, the officials said. 

Finally, prosecutors are studying a S300.000 loan from a federally sponsored 
lending company to Mr. McDougal’s wife, Susan. The man who made the loan. David 
Hale, was indicted in September on unrelated charges. 

In an effort to win leniency from prosecutors on the eve of his indictment. 

Mr. Hale offered prosecutors information about Mr. Clinton and other Arkansas 
politicians, but was unable to reach a plea agreement. Mr. Hale asserted in 
interviews with reporters that Mr. Clinton had personally pressed him to make 
the $300,000 loan. 

A White House spokesman said Mr. Clinton had no recollection of any such 
conversation. Mr. Hale said Mr. McDougal told him the money would help conceal 
earlier favors for the Governor. 

New Prosecutor 

The criminal investigations of Madison and Mr. Hale's lending activities are 
being directed by the new United States Attorney in Little Rock, Paula J. Casey. 

On Sunday, The Washington Post disclosed the Resolution Trust Corporation's 
request to Ms. Casey, and The Wall Street Journal reported on the inquiry today. 

Mr. Hale’s lawyer has questioned Ms. Casey's independence. She was a 
volunteer in Mr. Clinton’s campaigns for governor and was his student at the 
University of Arkansas law school. Ms. Casey would not discuss the case but told 
Mr. Hale’s lawyer that she was not afraid to prosecute anyone. 

Mr. McDougal. who is at the heart of the inquiry into the savings and loan's 
affairs, continues to blame regulators and prosecutors for his downfall, calling 
them overzealous. He was acquitted of Federal bank fraud charges involving 
Madison in 1980. 

Mr. McDougal met Mr. Clinton in the late I960’s, when both men worked on the 
staff of Senator J. William Fulbright, the Arkansas Democrat and longtime 
chairman of the Senate Foreign Relations Committee. 

OzarkS Real Estate Deal 

In 197S, the McDougals brought Mr. Clinton and his wife, Hillary, into a 
real estate deal, buying 200 acres of the Ozarks in northern Arksansas. Later, 
the property was transferred to their company, Whitewater Development, with both 
couples sharing the liabilities and potential profits. 

When Mr. Clinton first took office as Governor in 1979, Mr. McDougal joined 
him as an economic development aide. But he soon returned to business, buying a 
bank in northern Arkansas and a savings and loan in a small town about 75 miles 
from Little Rock. 

By 1983, Mr. McDougal's bank was in trouble with Arkansas regulators. The 
state's banking commissioner. Marlin S. Jackson, ordered the bank to stop 
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making imprudent loans. Mr. Jackson, a Clinton appointee, said in an interview 
last year that he told Mr. Clinton at the time of Mr. McDougal’s questionable 
practices. 

Meanwhile, the savings and loan continued to grow, from S6 million in assets 
to more than S100 million by 1985. It opened a branch in Little Rock near the 
Statehouse and began making loans to prominent Democrats, including Mr. 

Fulbright and Jim Cuy Tucker, a Little Rock lawyer who is now Governor of 
Arkansas. 

Records also indicate that Madison was helping Whitewater, the real estate 
business owned by the Clintons and McDougals. In 1934 and 1985, as the company 
continued to post losses, check ledgers show that the company had frequent, 
sizable overdrafts on its account at Madison. 

Also in 1985, Madison Marketing, a McDougal family business that derived all 
of its revenue from the savings and loan, provided the funds for Whitewater to 
make a S7,322 payment on a loan taken out by Mr. Clinton from another bank, 
according to bank records. 

The Clinton Presidential campaign said last year that the McDougals had 
contributed a disproportionate share of Whitewater's money, S92,000 against 
S63,000*by the Clintons. 

In interviews last year, Mr. McDougal seemed to view his relationship with 
Mr. Clinton as unbalanced. On the one hand, he said. "Bill never turned me down 
on something I asked for, and I only asked for it occasionally.” 

But on the other hand. Mr. McDougal said, he helped the Clintons in numerous 
ways, from agreeing to hire Mrs. Clinton to do additional legal work at 
Madison, to paying on Mr. Clinton's behalf part of the loans on the Ozark 
property. 

Favors on Both Sides 

Mr. McDougal said in the same interviews that 1985 was a year of favors on 
both sides. In early 1985, he said, Mr. Clinton asked him to raise enough money 
to retire about $35,000 in debts left from his 1984 campaign. 

Betsey Wright, who ran the 1984 campaign, confirmed that Mr. Clinton had made 
the request and said it led Mr. McDougal to be the host for a small fund-raising 
event in 1935 at the savings and loan. Mr. Clinton attended that event. 

As for the source of the donations, Ms. Wright said: "I’m sure we would have 
no idea. Any hint of a problem and we would not have accepted." 

At least $12,000 worth of cashier’s checks issued by Madison wound up in the 
campaign’s coffers in April 1985, Federal officials said. Some came from a 
business loan that Madison made to a McDougal associate and was never repaid. 

The rest was from 'Mr. McDougal’s personal and corporate accounts, the officials 
said. 

Days before Mr. McDougal held his fund-raising event for Mr. Clinton, 

Madison learned that it faced a serious problem. Federal regulators were 
concerned by the savings and loan’s rapid growth and the failure to have on 
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hand enough capital to meet Federal requirements. 

Slate Approval Needed 

Madison’s proposal was to raise money to meet the capital requirement by 
selling a form of stock never issued before in Arkansas by a savings and loan. 
Because it was a state-chartered institution, Madison needed the approval of 
Arkansas regulators. 

The savings and loan did not rely on its usual outside counsel for this 
issue, turning instead to the Rose law firm of Little Rock, where Mrs. Clinton 
was a senior partner. In written answers to questions last year, she said she 
met with Mr. McDougal once in April 1985 to discuss working for Madison. She 
declined to elaborate. 

In the documents forwarded to prosecutors, investigators for the Resolution 
Trust Corporation have questioned whether the campaign contributions were 
connected to Madison’s effort to get state regulators to approve its stock plan. 

Federal officials say. By May, Arkansas regulators had concurred that the stock 
plan was legal, but it was never carried out. 

James M. Lyons, a Denver lawyer who reviewed Mr- Clinton’s dealings with Mr. 
McDougal for the Clinton Presidential campaign last year, said today that there 
was no connection between the contributions and the effort before the state 
regulators. 

Mr. McDougal, in interviews, denied any impropriety in connection with the 
campaign contributions or the attempt to win approval for the stock plan. 

At the end of 1985, Mr. McDougal said last year, Mr. Clinton did do him 
another favor, helping set up a state revenue office in a Little Rock building 
owned by a subsidiary of Madison. 

By the fall of 1985, Mr. McDougal faced mounting pressure, some of which came 
from the prospect of a Federal audit scheduled for early 1986. 

David Hale, a Democratic municipal judge in Link Rock who operated a 
federally sponsored lending company, said he was approached by Mr. McDougal in 
late 1985 to make loans that would help the "political family" of Arkansas 
Democrats. 

Mr. Hale’s company was part of a Small Business Administration program 
intended to provide capital for businesses owned by "socially or economically 
disadvantaged" people. Mr. Hale was recently indicted on charges of misleading 
the Government about the condition of his lending company. He has since resigned 
as a judge and is contesting the charges. 

In interviews before his indictment, Mr. Hale said Madison financed a land 
deal in February 1986 in which he was paid hundreds of thousands of dollars more 
than the property was worth. Court records show that this loan was never repaid, 
resulting in a loss of S672,000 to taxpayers. 
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By Bruce Ingersoll and Paul M. Barrett 

Staff Reporters of The Wall Street Journal 
ESTIMATED INFORMATION UNITS: 7.0 WORDS: 820 
11/01/93 

WALL STREET JOURNAL (J), PAGE A3 

WASHINGTON -- Federal prosecutors are investigating whether money 
from a now-defunct Arkansas thrift was illegally diverted in the 
mid-1980s to local politicians, including a re-election campaign of 
then-Gov. Bill Clinton. 

The probe is the latest development in a larger federal 
investigation of Madison Guaranty Savings & Loan, which was taken 
over by federal regulators after it failed in 1989. 

In addition, prosecutors are investigating an alleged defrauding 
of the Small Business Administration by the head of a Little Rock 
small-business investment company, which lent money to the wife of 
James McDougal, a Clinton business associate and owner of Madison 
Guaranty. Both the political contributions and the fraud allegations 
are being handled by the U.S. attorney in Little Rock, Paula Casey. 

Federal officials familiar with the Inquiries said the Resolution 
Trust Corp. recently referred to Ms. Casey the matter of possibly 
illegal campaign contributions. The U.S. attorney's office is 
examining, among other questions, whether checks drawn on Madison 
accounts went into a Clinton campaign fund. Ms. Casey, a Clinton 
appointee, declined to comment. 

White House aides said yesterday that in 1985 Mr. Clinton had 
received a $3,000 personal check from Mr. McDougal. The contribution 
was part of a larger effort to retire debts from Mr. Clinton's 1984 
gubernatorial campaign. 

Mr. McDougal is a longtime friend of Bill and Hillary Rodham 
Clinton, and in 1978, he and his wife invested with the Clintons in 
an Ozark Mountains real-estate venture known as Whitewater 
Development Corp. The U.S. attorney's office is looking at 
Whitewater's dealings with Madison Guaranty. The Clintons have 
described Whitewater as a money- losing venture. 

The McDougals also figure in the small -business fraud 
investigation. One of the investment -company transactions being 
scrutinized is a $300,000 loan, in 1986 to a firm owned by Susan 
McDougal. "We're looking at all the financial dealings of the 
company," said Martin Teckler, the SBA's deputy general counsel. 

Yesterday, White House aides sought to distance the president 
from the investigations. As for the $3,000 check from Mr. McDougal, 
they said chat neither Mr. Clinton nor his staff had any reason at 
Che time to suspect there was anything improper about the 1985 
contribution. 

"The first we heard about the investigation into political 
contributions was from press calls," said White House spokesman Jeff 
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Eller. The Washington Post yesterday reported the RTC referral to 
the U.S. attorney. 

"The investigation will just take its course," Mr. Eller added. 

An RTC spokeswoman said the cause of Madison Guaranty's collapse 
has been under investigation, but she wouldn’t confirm or deny that 
the RTC had asked the U.S. attorney to make a further criminal 
inquiry of possibly improper campaign contributions. 

"With all failed savings and loans, we do an investigation," said 
RTC spokeswoman Felisa Neuringer. "If we find something that goes 
beyond our realm" of civil enforcement measures, "then we can and do 
make referrals to the Justice Department." 

A federal official familiar with the matter said Ms. Casey, the 
federal prosecutor, will have to determine whether allegations 
related to transactions in the mid-1980s can still be prosecuted. 

Two obstacles could be the expiration of the statute of limitations 
and the disappearance of records . 

Ms. Casey was also asked to look into Madison Guaranty’s dealings 
with Arkansas Gov. Jim Guy Tucker, according to the Washington Post. 
The thrift lent more than $1 million to Mr. Tucker's companies for 
real estate and other ventures in the mid-1980s, while he was a 
member of a Little Rock law firm that represented Madison. The 
thrift sustained large losses on some of the loans, the Post 
reported. 

Last r.ight, Mr. Tucker's press secretary said that the governor 
denies any wrongdoing in connection with loans to himself or 
partnerships in which he has an interest, and added that there are 
no outstanding loans. 

On a parallel track, federal prosecutors in Little Rock are 
pursuing a criminal case against a former local judge, David Hale, 
and two ocher men involved in the collapse of Capital Management 
Services Inc. , a SBA- funded Investment company. In September, a 
federal grand jury Indicted Mr. Hale, owner of Capital Management, 
and the others on fraud charges, and the SBA took over the 
undercapitalized investment company. 

Capital Management made loans to companies in which Mr. Tucker 
had large stakes as ‘well as the $300,000 loan to Master Marketing, a 
real estate firm owned by Susan McDougal, according to loan 
documents. Mr. Hale said that losses on these loans were partly to 
blame for Capital Management's downfall. 

Mr. Hale tried to stave off his indictment by offering to 
cooperate with federal prosecutors in an investigation of Madison 
Guaranty, including possible misuse of funds for political purposes. 
Ms. Casey declined to comment on why Mr. Hale’s offer was turned 
down. 

Mr. McDougal, who was acquitted in 1990 of fraud charges stemming 
from Madison Guaranty's collapse, couldn't be reached yesterday for 
comment. James Henley, father of Susan McDougal, said last night: 
"She has no wish to comment at all." 

End of Story Reached 
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Open Up on Madison Guaranty 


Much as President Clinton might wish, the 
curious saga of his and his wife's dealings with the 
owner of a failed Arkansas savings and loan associ- 
ation just won’t go away. It keeps popping up in 
Congressional inquiries and newspaper accounts, 
each time with a new and unsavory detail added to 
an already unflattering portrait of the cozy relation- 
ship between money and politics in Arkansas. 

An important detail, disclosed by The Times’s 
Jeff Gerth and Stephen Engelberg, is that the owner 
of Madison Guaranty Savings and Loan, James 
McDougal, helped Mr. and Mrs. Clinton repay a 
$50,000 personal debt just when Mr. McDougal 
needed favorable treatment from state banking 
officials to stay in business. Mr. McDougal did stay 
in business, his problems got worse, and in 1989 the 
bank was taken over by the Federal Government, at 
a cost to taxpayers of $60 million. 

There is no irrefutable evidence of a quid pro 
quo. But the Arkansas savings and loan mess, and 
the Clintons’ relationship to it, is not, as the White 
House keeps saying, an "old” story that has no 
relevance to Mr. Clinton or his present job. This is a 
man who rode into Washington on a pledge to end 
politics as usual, and every time the White House 
dodges inquiries about the old days in Arkansas, 
reasonable people begin to wonder about a cover-up 
and Mr. Clinton’s sincerity. 


The matter clearly needs ventilating, and if the 
White House won’t do it, two other institutions can. 
One is the Justice Department, which is already 
looking into transactions at Madison. The Clintons 
are not targets of the probe. 

The other is the House Banking Committee, 
whose ranking minority member, Jim Leach, be- 
lieves that a full investigation of Madison could help 
the committee frame new rules to prevent future 
banking disasters. His request has been rebuffed by 
'the committee chairman, Henry Gonzalez, a Demo- 
crat who until now has been a tiger on the savings 
and loan issue. Mr. Gonzalez. accuses Mr. Leach of a 
Republican "fishing expedition.'’ 
iV Mr. Leach has also called Madison a "private 
piggy bank” for its owners and their influential 
Arkansas friends, and on this he is surely right. In 
addition to a string of dubious real estate invest- 
•ments, Madison made large unsecured loans to 
executives and other insiders. 

Madison’s practices attracted the attention of 
^federal auditors, whose 1984 review found "unsafe 


and unsound lending practices" (hat could ihreaten 
to drive the bank under. Shortly thereafter, Gover- 
nor Clinton named Beverly Basseit Schaffer as 
head of the Arkansas agency charged with oversee- 
ing state-chartered savings and loans. Ms. Schaffer 
had once done legal work for Madison. For the next 
18 months, up to the point where Federal regulators 
moved in, she took no significant regulatory action. 

Three months after her appointment, Mr. Clin- 
ton came to Mr. McDougal with a request to "knock 
out the deficit" — Mr. McDougal’s words — left 
over from the Governor’s 1984 campaign. It turns 
out that the deficit wasn’t just an ordinary cam- 
paign debt, but $50,000 Mr. and Mrs. Clinton had 
borrowed from another bank to finance the cam- 
paign. Mr. McDougal organized a fund-raiser and 
the debt was repaid. Federal auditors suspect that 
some of the donations assembled by Mr. McDougal 
may have been improperly diverted from the sav- 
ings and loan. 

Bruce Lindsey, the official wheeled out by the 
White House to answer questions, says the Clinton- 
McDougal relationship was entirely above board. 
Others, however, are more than mildly troubled by 
the fact that Mr. Clinton did not order his regulators 
to crack down on Mr. McDougal even after he was 
advised by his own banking commissioner in 1983 
that the savings and loan operator was engaged in 
imprudent banking practices. 

Suspicions that Mr. Clinton was excessively 
kind to his friend — at great cost, eventually, to the 
taxpayers — are further reinforced by the fact that 
Mr. McDougal had done other favors for the Clin- 
tons, including making them 50-50 partners in 
Whitewater Development, a real estate company 
for which Mr. McDougal put up most of the money. 
The venture ultimately failed, and the Clintons lost 
money. But that doesn’t make their financial ties to 
Mr. McDougal seem any more savory. 

Based on what’s publicly known, there’s proba- 
bly not a crippling scandal here. But the White 
House is behaving as if there were. For example. 
Federal investigators say they have received little 
cooperation in a search for files they suspect were 
taken from the office of Vincent . Foster, a White 
House aide who killed himself. Investigators want 
to know if one of those files dealt with Mr. McDougal 
and Whitewater. 

This defensiveness isn’t helping anyone. Mr. 
Clinton — and Mr. Gonzalez — owe it to the public to 
/fclear the air about Madison and its influential 
Arioansas friends. 
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January 11, 1994 



^PO M-F OR CIRCULATION 


JAKE SIEWERT 
Preferred Stoik 


At the suggestion of Michael 
on the issuance of preferred 


dison Guaranty issue prefe 


Hfcdisc 

"llniqi 

• Vi 


ique." That is far from :he case: 


Several media accounts have jjortrayed the 1985 plan to have 


red 


Walgiman, I have done some research 
stock by S&L ’ s in the early 1980*s. 


stock as somehow "novel 



Authority to Xasue Preferred Stock Gran tad in 197 9.^/Th<b 
American Banker - ! epui led in^ ta g ust of 1979 that federally 
insured SfcL's have had the authority to issue preferred 
stock since 1975. 

A flori d* S&L Got FHLBB Approval for Preferred S tock in 
1979. In August, F979, the American Banker repo 
Florida savings and loan association became the firs" 

Federal S&L to issue preferred stock as the result o' 
ruling by the Federal Home Loan Bank Board 

A Bank in Miaaiaaippi Xaaued Preferred Stock as Part of a 
Successful Reorganization that Received-JTational 
Recognition. In February 6, 1980, the-^ma^ic^n Banker 

that a S&L in Mississippi was recapitalized under 
preferred stock plan that received the apprb^al ofv the 
Mississippi Commissioner of Savings Associations ana 
fiVqral^e responses from the Securities and Exchange 
Omml^sibQ and the Federal Home Loan Bank Board. wfter\the 
©capitalisation, it made substantial progress rebuilding 
nd repo rted^pxo fits in excess of $2,000,000.00 in 197 9. \ On 
^ptember rSL rS$0, the merger and its use of preferred 
pock receiver! a detailed and favorable profile yn American 
anker. 

A | Major California N B^n Merger^ia 1980 Invo^vdci Preferred 
Stock. On August 27/^^980, the^New T or k ^Timaa reported that 
tne Golden West FinanciaisCorporation, a savings and/loan 
holding company based in O^k^and, California agre^e to 
acquire the Westdale Savings ahd^oan Association, Los 
^ Angeles in a scheme involving the isSri anc e~~af preferred 

The bank merger involved over 100 thrift branches. 
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pTES ON PREFERRED STOCK 
UARY 11, 1994 



Largo Banks Bogan Issuing Preferred Stock in 1992. In 
November of 1982, City Federal Savings and Loan 
Association, the largest depository institution in New 
Jersey, announced plans to offer 2,000,000 shares of 
"cumulative convertible brefferred stock through ah' 
underwriting syndicate led by Morgan Stanley. 

Use of Preferred Stock £ot Confined to the Business Pipers. 
On September 13, 1983, the Christian Scienco Monitor ran a 
story titled "How Banking Barriers are Coming Down" that 
discussed the use of preferred stock in bank mergers. 

Federal Regulators Acknowledged that the Issuance of 
Preferred Stock was Common in 1984. In April, 1985, 

Federal Home Loan Bank l-Joard which was operating FSLI<J 
on the issuance and use of 


amended its regulations 
subordinated debt secur 
nd loans Tn 1 -h* now 


tiei by federally insured sa/in^s 
egulations, 


the FHLBB specifically 

said that many SiL’s had begun to issue preferred stock: 
"The Board is aware that during the past year many 
institutions have issued subordinated debt to "limited 
purpose" finance subsidiaries which obtained the funds {to 
p urcha s e th e sub o rdina t ed debt by i s suin g — preferred stock 
to independent third parties." The FHLBB rule on\ 
subordinated debt was first published on December 5, u984. 

By 1984, the Use of Preferred Stock by Thrifts Was Widely 
Discussed in the Banking and Legal Press. For example, a 
December 1984 article in Legal Times, "Offerings Provide 
Thrift Financing Alternatives," analy^ecT-thc^use of 
preferred stock by thrifts in the early" 

^al Regulators Expressly Authorised the 1^ 

jred Stock by Finance Subsidiaries in 1984\ On ' 
the FHLBB issued regulations authoriz 
federal >N^iartered savings and loan association Or savings 
Ink to^Xstablish a subsidiary "whose sole purpose is to 


psue debt 
(ithorized 
roceeds of sub 
fed. Reg. 29,351 


lity securities that the associati 


directly 


and to remit 


.1984 


to the association. 


(49 


Zh 1983 and 1984, Federal Reghle-tmx 5 _Ence«faged Subsidiary 
Preferred Offerings Uncer Certain Circumstances. See 
opinion letters by FHLBB General Counsel Norman H. Raiden 
dated Dec. 12, 1983, and Marbh^23, 1984 (responsibilities of 
FStt<IC as receiver of failed insuf^4- ~iiisj; j tut -joti) : 49 Fed. 
&egX£9, 357 (1984) (new FHLBB regulations on finance 
subsidiaries) . 
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1 AP 02-09-96 03:04 EST 100 Lines. Copyright 1996. All rights reserved. 
PM-Whitewater, Bjt,850< 

Arkansas Regulator Says She Was Approached About Backing 
Clintons< 

AP Photo WX 1 04< 

By LARRY MARGASAK Associated Press Writer 
WASHINGTON (AP) A former Arkansas securities commissioner 
says she resisted efforts by a White House aide and two men 
with Clinton administration connections to get her to make 
public statements supporting the president and first lady on 
Whitewater. 

Beverly Bassett Schaffer said in an interview Thursday that 
her response was “No way. I don’t want to be drawn into the 
political response.” She added, “I was sick” of talking 
about Whitewater. 

The contacts with Schaffer were made around the time a 
Whitewater prosecutor was appointed and they tracked a strategy 
laid out at a Jan. 7, 1994, White House meeting. According to 
notes of that meeting, Clinton aides were greatly concerned 
about what Schaffer would say regarding her discussions with 
first lady Hillary Rodham Clinton on whether the savings and 
loan at the center of Whitewater could issue stock. 

As the state securities commissioner, Schaffer concluded that 
the S&L represented by Mrs. Clinton’s law firm could issue 
stock. Schaffer had said during the 1992 presidential campaign 
she wasn't pressured by Mrs. Clinton and had only one 
conversation with her. 

The handwritten notes of the Jan. 7 meeting were taken by 
Mark Gearan, who was President Clinton’s communications 
director at the time. The White House this week turned over the 
notes, months after they were requested, to the Senate 
Whitewater committee. The panel released them Thursday. 

White House lawyer Jane Sherburne told the committee Thursday 
that the notes had been difficult to locate, because Gearan 
inadvertently took them with him when he became Peace Corps 
director in September. 

Gearan quoted White House aide Harold Ickes as saying, “Bev. 

Bassett is so (expletive) important. If we (expletive) this up, 
we’re done.” 

Ickes is quoted as saying no emissaries from Washington 
should be sent to Arkansas to contact Schaffer because “it 
will come out.” 

“Let’s not talk it to death let’s just get it done,” 

Gearan quotes Ickes as saying. Another time, Ickes is quoted as 
saying, “item by item make sure her story is OK.” 

Asked about her interpretation of the meeting, Schaffer said, 

“It looks to me like they were trying to figure out, ‘Who can 
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talk to her’ Who is her fr.end? They were deaerate to cry to 
find a wuv. getting questions aoout all this, to deal with 
it.” 

Describing the contacts. Schaffer said: 

In December 1993. at a University of Arkansas basketball 
game. White House aide Bruce Lindsey talked to her husband. 
Archie, about whether she was willing to speak out publicly. 

Some time later her husband was called by Skip Rutherford, an 
Arkansas public relations executive and friend of the Clintons. 
Rutherford asked Archie Schaffer what he thought of his w ire 
having a news conference on Whitewater. 

She was approached by a lawyer at her firm. John Tisdale, who 
suggested that he put together a factual list of documents on 
Whitewater. Tisdale did so. and ’T imagine he gave them to 
Bruce” (Lindsey ), who worked at the firm before going to the 
White House. 

The Gearan memo mentions Tisdale and Rutherford as people who 
might taik to Schaffer to make sure her story **is OK.” 

Gearan s notes prompted Sen. Omn Hatch. R-Utan. to question 
whether the Clinton W'hite House had been trying to influence 
the statements of a Whitewater witness. 

But White House spokesman Mark Fabiani said presidential 
aides were simply seeking to have Schaffer repeat comments she 
made that were supportive of Mrs. Clinton's Whitewater role. 

The January meeting apparently stemmed from Clinton's request 
to aides 2&1/2 weeks eariier asking whether Schaffer would 
reiterate her comments. 

Separately, the Clintons' private Whitewater lawyer. David 
Kendall, and Sherburne testified Thursday about the mysterious 
appearance in the White House residence of the billing records 
outlining Mrs. Clinton’s work for Madison Savings and Loan. 
Madison was owned by the partner of the Clintons in the 
Whitewater land venture, and failed at a huge cost to 
taxpayers. 

Sherburne said that when the records surfaced, she raised the 
possibility of having them checked for fingerprints before they 
were copied. She said the idea was rejected because the 
Clintons, the Senate committee and others needed the material 
immediately. 

A Clinton aide. Carolyn Huber, has said she discovered the 
records during the first two weeks in August, laying on a table 

in plain view. Mot knowing what they were, she packed them away 
and rediscovered them Jan. 

White House logs show Mrs. Clinton was visited Aug. 10 by an 
attorney whose clients include Seth Ward, an Arkansas 
businessman whom bank regulators say was a •’straw” purchaser 
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in a “sham’* real estate deal that cost Madison millions of 
dollars. The Washington Post reported in today’s editions. 

The attorney, Alston Jennings, told the Post he was asked to 
meet with Mrs. Clinton by Kendall, but that the two didn't 
discuss Ward or the real estate deal. Kendall refused to 
comment. 
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The Honorable Lloyd Bent sen 
Page 3 

The standards set forth a code of conduct to which employees 
of the executive branch must, at a minimum, adhere. Every 
violation of a statute, regulation or policy does not amount to a 
violation of the standards of conduct; most such actions are simply 
violations of the applicable statute, regulation or policy. 
Moreover, the standards of conduct do not hold individual employees 
accountable for Governmental systems that fail or for errors of 
judgment. That is not to say that individual employees are not 
otherwise accountable for Governmental systems for which they are 
responsible or for the judgment they exercise. There may be 
substantial management and program reasons for reviewing an 
employee's performance in a particular role. That management 
responsibility is separate and apart from the responsibility that 
an agency also has to measure the employee's conduct against the 
standards of conduct. 


ANALYSIS 

This Office has reviewed the report of the Inspectors General 
dated July 29, 1994, including the transcripts of the interviews 
conducted and the documents provided as exhibits. We received 
copies of the transcripts as they were produced but we relied upon 
review by the Inspectors General of documentation other than that 
provided as exhibits. 

On the basis of our review, we believe that you might 
reasonably conclude that the conduct detailed in the report of 
officials presently employed by the Department of the Treasury did 
not violate the Standards of Ethical Conduct for Employees of the 
Executive Branch. However, many of the contacts detailed in the 
report are troubling. In the course of our review, it appeared 
that there were some misconceptions on the part of Treasury 
employees that may have contributed to the fact that those contacts 
occurred. Treasury employees who performed both Treasury and RTC 
functions seem to have failed to appreciate which roles they were 
performing and, thus, which agency's policies and regulations 
applied. In addition, based on our reading of the testimony, there 
appears also to have been a misperception that the standard at 
5 C.F.R. § 2635.703 regarding the use of nonpublic information was 
the only provision that need be taken into account in deciding 
whether information should be conveyed. And, finally, there 
appears to have been a misunderstanding of the function of recusal. 

PERTINENT PROVISIONS OF THE STANDARDS OF ETHICAL CONDUCT 

During the period when Independent Counsel Robert Fiske was 
conducting his investigation and the Inspectors General were 
waiting to begin their administrative investigation, this Office 
reviewed the standards of conduct to determine which standards, if 
any, might apply to the conduct of Treasury officials. With press 
accounts as our only basis for what conduct might be involved, we 
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Federal News Service, JUNE 30, 1994 

MR. CUTLER: Well, he had — as usual, he-s busy being president, and he had a 
very busy morning, and he was informed by one of his aides of the - of the very 
quick summary of the results, and I did not speak to him personally myself. 

Q But will you sit down and review the details? 

MR. CUTLER: Oh, absolutely. 

Q What was his reaction on the initial word of this? 

MR. CUTLER: I was not in the room when that happened, and he ~ when I saw him, 

he was in a big meeting. But I have no doubt he’s very pleased by these 

results. 

Q Mr. Cutler, to you have any idea how long this internal review will take that 
you are talking about? 

MR. CUTLER: We face hearings in the two committees beginning in the last week of 
July, and it certainly will be done by then. 

Q Mr. Cutler, now are you coordinating this review with the treasury department, 
and how — could you describe all that coordination and — 

MR. CUTLER: Well, I — as you — I don’t want to speak for Secretary Bentsen, 
but as I think has been reported, he originally said he was going to ask the 
Office of Government Ethics to conduct a review. The Office of Government 
Ethics issues opinions on statements of facts, but has no investigating 
capability of its own. As a result. Secretary Bentsen asked the Office of 
Inspector General of the Treasury Department to conduct a review of facts. That 
is now in process, and I assume at some point the Office of Government Ethics 
will rule on the set of facts found by the inspector general. 

And we will be doing something similar and we will be coordinating with the 
Treasury inspector general with respect to interviews and exchanges of factual 
information on the Treasury side and the White House side. 

Q Will you be talking to people not now in the White House, such as Bemie 
Nussbaum? 

MR. CUTLER: Oh, no doubt, yes. 

Q Mr. Cutler, what is the feeling about the upcoming hearings, and what do you 
think will be the outcome, what — do you think that the White House will have 
to go underground for awhile or — 

MR. CUTLER: Helen, we have said we will cooperate in any hearings that Congress 
decides to hold. Congress, as you know, both houses have passed resolutions 
calling for hearings in their oversight capacity, hearings that as to subject 
matter would be coordinated so as not to interfere with Mr. Fiske’s 
investigation. We certainly don’t expect to go underground as a result of those 
hearings. We will prepare for those hearings, we expect them to turn out, we 
hope, in a very satisfactory manner. And meanwhile, the president and everyone 
in this White House except me, I guess, will be concentrating on the duties of 
being president. 

Q Do you think the president and Mrs. Clinton may have to testify, or would they 
testify? 

MR. CUTLER: I don’t know. There are no precedents, as you know, for direct 
testimony in a congressional fact-finding hearing, but there certainly are 
accepted precedents as to how questions can be asked and answers can be 
furnished and we will cooperate in that within the precedents. 

Q Sir, as you pursue your own interviews on the Foster case — 

Q Wait! Wait! Just to follow up on that, does that mean that you don’t think 
that they will? Can I infer from that - 

Q As you pursue your own interviews on that will you be asking -- 
Q Somebody’s talking. 

Q Can I — 

MR. CUTLER: Can you decide among yourselves which of you is going to speak? 

Q Let me please follow up on that question. 


160 



DEPARTMENT OP THE TREASURY 
Washington. C c 20230 


July 2 3, 199<J 


BY HAND 

Jane Sherbum, Esquire 
Office of the White House Counsel 
The White House 
Washington, D.C. 

Dear Jane; 


Enclosed are copies of the transcripts of all but one 
of the interviews conducted by the Treasury Inspector General a 3 
part of his investigation into contacts between* Treasury and 
White House officials concerning Madison Guaranty. We have not 
yet received the transcript of the interview of Mr. McLarty. 

As we discussed, these transcripts are being provided 
to you solely to assist you in the preparation fcr Mr. Cutler's 
testimony before the House and Senate Banking Committee hearings. 
You have agreed that the transcripts we are providing to you with 
this , letter will not be disclosed* publicly or shown to 
individuals (other than Mr. Cutler) who may be called as 
witnesses by either Committee until such time as we advise you 
that this restriction is no longer necessary. Similarly, you 
have agreed not to disclose these transcripts to counsel for any 
such individuals. Please let me know immediately if my 
understanding of our agreement is not correct. 

Sincerely, 



tepherr J. McHale 
Deputy Assistant General Counsel 
(Administrative & General Law) 
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THE WHITE HOUSE 
WAS H INQTO N 

August 3, 1994 


The Honorable Donald W. Ricgle, Jr. 

PTiAirTP . fln 

Senate Committee on Banking, Housing 
and Urban Affairs 
Senate Dlriosen 534 
Washington, D.C. 20510-6075 

Dear Chairman Riegle: 

At ike hearings yesterday, Senator Bond raised some questions about the ethical 
propriety of the cooperative arrangements made between rhe Treasury and the White House 
conce rning their respective investigations into the so-called Treasury-White House contacts. 

As you know, Secretary Bentsen asked the Office of Government Ethics to review the 
conduct of Treasury officials for hi opinion on their compliance with the Standards of 
Conduct issued by that office. OGE asked the Treasury and RTC Inspectors General to 
conduct the fact finding on which it would rely for its conclusions. Abcu the same time. 
White House Chief of Staff Mack McLarty asked me to undertake a similar review as to the 
White House officials involved. 

Neither the Inspectors General nor I could begin this review until approximately 
July l, when Independent Counsel Robert Flake concluded his investigation of this subject. 
Mr. Fiakc bad requested each of us not to interview the Treasury. Whim House, or RTC 
officials involved until his own investigation had been completed. This is an understandable 
request by a careful prosecutor, and we both complied with it. 

Since the congressional hearings were scheduled to begin in the Las: week of July, we 
each had a very brief time frame in which to complete numerous interviews. The Treasury 
and RTC Inspectors General ram rally wanted to interview the Whim House officials who 
participated in these contacts, as well as the Treasury aid RTC officials invoived. Similarly, 
we naturally warned to do the same. It was essential to the reliability of bca reviews that 
they be based on the testimony of all those concerned. 

The Inspectors General took sworn depositions, while our review employed an 
interview format. Wc permitted the Inspectors General jointly to take sworn depositions of 
all the White House officials they wanted. 

We requested copies of all the deposition transcripts from the Office of the Secretary. 
On July 22. Treasury provided us with the transcripts after all of the Inspectors General 
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depositions ( exc ept for Mr. Ludwig's) had been completed. On this basis we were able to 
obtain the information necessary for our review without interviewing most of the Treasury 
and RTC officials (wc did imerview Mr. Altman, Mr. Steiner, and Ms. Hanson’s lawyers). 

Tho arrangements for receiving transcripts were made through the Office of the 
Secretary. They could not possibly have interfered with the independence of the Inspectors 
Generals' investigation or the resulting fi nd in gs of fact, since we did not receive the 
transcripts until after all depositions (except one) had been completed and they were 
preparing their final report. These transcripts were used by me and my staff to complete my 
review of these matters and prepare for my congressional testimony. We did not provide 
copies to anyone. 

1 respectfully submit that these arrangements were entirely proper and did not 
compromise the Independence of either tho Inspector Generals' review or oun. They were 
simply an efficient way of performing our respective casks thoroughly within the brief time 
period available. 


Sincerely, 


I 

Special Counsel to the President 



cc: Honorable Alfonsc M. D'Amato, Ranking Minority Member 

All Member* of the Committee 
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PM-Whitewater-Ethics, Bjt,880< 

Starr Investigates Behind-Scenes Maneuvering During Ethics 
Probe< 

By RICHARD KEIL and JOHN SOLOMON Associated Press Writers 

WASHINGTON (AP) Behind-the-scenes maneuvering last summer 
during a government ethics investigation of the Clinton 
administration’s conduct in Whitewater recently has attracted 
the attention of prosecutor Kenneth Starr, according to 
officials familiar with the probe. 

The ethics review by the Treasury Department’s inspector 
general was set up to be independent of the administration. But 
a year later, documents and interviews show presidential 
appointees had frequent contact with the investigators. 

An Associated Press examination of the July 1994 Office of 
Government Ethics-Treasury inspector general investigation 
found that: 

Then-Treasury Secretary Lloyd Bentsen, who was among those 
whose conduct was being examined in the ethics probe, requested 
and received a copy of the draft report nine days before the 
probe was completed. 

Presidential aides made at least four attempts to obtain 
witness depositions before the probe ended. The chief Treasury 
investigator, Jim Cottos, objected in writing to releasing the 
transcripts on July 19, 1994, just fours days before they were 
released. 

Lloyd Cutler, who served as White House counsel at the time, 
acknowledged in an interview that he and Bentsen agreed “well 
before’ ’ the inspector general turned over the depositions that 
such a transfer would occur. Cutler said he didn’t know why the 
inspector general wasn’t informed of such an agreement. 

White House attorneys used the depositions to identify 
contradictory accounts and confront aides just before witnesses 
were to testify before Congress. 

“If we found inconsistencies, we would go back to White 
House officials, and go back over testimony they gave us,” 

Cutler told AP. “And then we would say ‘we have heard other 
reports.’” 

“I think it was perfectly appropriate to say that ‘this is 
your testimony to us. There is conflicting testimony. Are you 
sure that’s what you said?”’ Cutler said. 

Cutler had reached a confidentiality agreement with Bentsen 
that the material would not be “shared” with witnesses, and 
he said last week that the White House lawyers did not show the 
depositions to witnesses or otherwise reveal the source of the 
information. 
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The Office of Government Ethics and the Treasury inspector 
general were asked last year by the administration to 
investigate independently whether presidential aides or 
Treasury officials broke any laws or ethics rules in late 1993 
and early 1994 when they obtained confidential information 
about an ongoing Whitewater-related savings and loan 
investigation. 

The two agencies, which are supposed to operate free of 
political influence, began their probe July 1, 1994. 

On the eve of last summer’s congressional Whitewater 
hearings, they issued a report concluding that aides did not 
break any ethics rules, although it would have been better if 
their discussions hadn’t occurred. 

What wasn’t known at the time was how much concern Treasury 
investigators had about the integrity of their own 
investigation a point that has been made to Starr in recent 
weeks, said officials familiar with the probe, who spoke only 
on condition of anonymity. 

Over the last month, Starr subpoenaed relevant documents from 
the Treasury Department and began interviewing investigators, 
several officials said, also speaking on condition of 
anonymity. 

Among those who have been questioned, the officials said, is 
deputy inspector general Robert Cesca, who was in charge of the 
ethics probe. 

“I’ve been instructed by the independent counsel not to 
discuss this with anyone, so I can’t get into it,’’ Cesca said. 

In an telephone interview from Texas, Bentsen said he could 
not recall getting an advance draft. But Treasury officials 
confirmed that Bentsen requested and got the draft of the 
inspector general’s report on July 22, 1994 as soon as it was 
written. The final report was completed a week later. 

“The secretary was given a copy of the draft report,’’ said 
Francine Kemer, who at the time served as counsel to the 
inspector general. 

Kemer said she was not consulted about the decision but 
believed it was appropriate to give Bentsen the draft because 
“this was not a criminal investigation, this was an 
administrative report.’’ 

One official familiar with Bentsen’s request said the 
secretary requested the draft because he needed to determine 
whether to discipline two top Treasury officials whose honesty 
had been questioned Deputy Secretary Roger Altman and General 
Counsel Jean Hanson. 

Both resigned after congressional criticism of their 
testimony. 
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The same day Bentsen got the draft report, he belatedly 
turned over to the inspector general a calendar notation 
disclosing that he had met with Altman and Hanson on Feb. 1, 
1994 the afternoon before the two went to a controversial 
White House meeting at the center of the ethics review. 
Treasury officials said they believed the belated production of 
the document was a coincidence. 

Several sources said Starr had shown substantial interest in 
why the transcripts of the sworn depositions were given to the 
White House before the investigation was completed. 

AP First reported the transfer last summer. The move was 
widely criticized by Republicans and outside ethics experts. 
The transfer of the depositions culminated weeks of contacts 
between the Treasury and White House, according to the 
interviews and documents. 
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HEADLINE: U.S. Is Asked to Probe Failed Arkansas S&L; RTC Questions 
Thrift’s Mid-’80s Check Flow 

SERIES: Occasional 

BYLINE: Susan Schmidt, Washington Post Staff Writer 

BODY: The Resolution Trust Corp. has asked federal prosecutors in Little 
Rock to open a criminal investigation into whether a failed Arkansas 
savings and loan used depositors’ funds during the mid-’80s to benefit 
local politicians, including a reelection campaign of then-governor Bill 
Clinton. 

About three weeks ago, the RTC forwarded to U.S. Attorney Paula Casey in 
Little Rock information about 10 matters arising from transactions at the 
now-defunct Madison Guaranty Savings & Loan that warrant criminal 
investigation, according to government sources familiar with the probe. A 
written summary of the referral has been sent to the Justice Department, 
according to sources. 

The package includes questions about whether a series of checks written 
on Madison accounts ended up in Clinton’s campaign fund. The sources said 
there is no indication Clinton had personal knowledge of or involvement 
in the transactions, and the White House said yesterday there would be no 
way Clinton would have known if money from Madison accounts had been 
improperly used to make campaign contributions. 

The RTC request, based on a broad probe of the S&L’s financial affairs, 
also asks for further federal investigation of Madison’s dealings with 
current Arkansas Gov. Jim Guy Tucker (D), the sources said. 

Tucker’s companies borrowed more than $ 1 million from the S&L for real 
estate and other ventures during the mid-1980s, when he was at a law firm 
that represented Madison. Some of the loans were made on what appear to 
be favorable terms and caused large losses to the S&L. Tucker’s office 
did not respond to requests for an interview. 
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The RTC, which disposes of S&Ls, took over Madison after its 1989 
failure, expected to cost taxpayers an estimated $ 47 million. 

In examining the Madison transactions, the RTC has asked Casey to 
determine whether checks to the Clinton campaign were paid from overdrawn 
accounts with the authorization of Madison’s owner, James B. McDougal, or 
whether Madison loans intended for other purposes were used for campaign 
contributions. McDougal is a longtime friend and business partner of Bill 
and Hillary Rodham Clinton and was an economic development aide during 
Clinton’s first term as governor. 

In an interview, McDougal said he had no knowledge of any Madison funds 
being used improperly. *T never approved an overdraft in the entire time 
I was down there," he said. 

Clinton aide Bruce Lindsey said yesterday that McDougal helped organize 
an April 1985 fund-raiser to pay off Clinton’s 1984 campaign debts. 

Lindsey said he does not know how much was raised during the fund-raiser 
and does not have the state campaign records, which are routinely 
discarded after five years. But he said he had seen a deposit slip noting 
that McDougal contributed $ 3,000, which was not in excess of campaign 
limits at the time. 

Lindsey said he understands that the RTC is questioning the "source of 
funds" for that check and perhaps others. 

"How in the world would we have any knowledge of that?" Lindsey said. 
"Where the funds came from for that check « there’s absolutely no way we 
would know or have questioned that." 

RTC investigators have examined irregular Madison transactions that took 
place in April 1985 and have attempted to find out who endorsed and 
deposited a series of checks made out to Clinton or the gubernatorial 
campaign, one source familiar with the probe said. Lindsey said it would 
not be unusual for campaign contributors to make out checks in Clinton’s 
name — and that was done by some at the 1985 fund-raiser — but that 
those checks would be placed in the campaign fund, which was maintained 
at Arkansas’ Bank of Cherry Valley. 

RTC investigators have been unable to. secure bank records that would show 
where money from the checks went, the sources said. 

The RTC takes the step of referring cases to law enforcement agencies 
when its own investigation of a failed S&L’s books and loan files raises 
"aggravated suspicion" of possible criminal activity. Referrals are often 
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made to the FBI or the Justice Department on limited evidence. The RTC 
has limited subpoena powers and no authority to bring criminal cases itself. 

Sources familiar with the Madison referrals said Casey’s office will have 
to evaluate whether transactions dating back to the mid-*80s warrant 
criminal investigation. Casey declined to comment. 

RTC spokesman Steve Katsanos would neither confirm nor deny whether the 
agency asked Casey to further investigate Madison. "We have found Madison 
to be a very interesting institution and we conduct investigations in 
cases of all failed S&Ls," he said. 

Sources said that the RTC also asked Casey to investigate whether 
McDougal had violated S&L regulations. He was acquitted of bank fraud in 
1990 in a case that focused on bonuses and profits he earned for real 
estate deals involving the development subsidiary, Madison Financial 
Corp. 

The RTC action comes after a long-running probe of Madison that began 
soon after the S&L was taken over by federal regulators. Before it was 
taken over, regulators were critical of Madison’s management, contending 
it permitted conflicts of interest, inflated real estate appraisals, and 
unsupported loan documentation and that it failed to collect debts, state 
records show. 

The RTC probe intensified about a year ago as investigators examined 
loans and financial transactions involving a small group of borrowers, 
including some S&L officers and directors and local politicians who were 
Madison customers. 

As part of the investigation, the RTC 'went to extraordinary lengths to 
trace real estate transactions involving Whitewater Development Corp., a 
land company Bill and Hillary Clinton jointly owned with McDougal and his 
former wife, Susan McDougal, according to government sources. The 
corporation maintained an account at Madison, and sources said 
Whitewater's activities are among the matters referred to Casey for 
further investigation. 

Whitewater, which the Clintons have described as a money-losing venture 

that developed land in the Ozark Mountains, was formed in 1978. 

\ 

There was protracted debate within the RTC about whether Madison 
transactions involving the Clintons should be included in documents sent 
to Casey, because the investigation focuses primarily on the handling of 
S&L funds by Madison officials, sources said. 
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The RTC’s investigators who are based in Kansas City were prepared to 
forward the information earlier this fall, but the decision to send the 
referrals on was not made until early October, the sources said. 

Madison, which grew from a tiny Arkansas thrift into a bustling 
institution during McDougal’s years there, has surfaced before as an 
issue for Clinton. During his presidential campaign last year, he was 
faced with questions about whether his administration in Arkansas gave 
favorable treatment to the troubled S&L in the mid-1980s when it was 
seeking state permission for new ways to raise money. 

Hillary Clinton, then a lawyer with the influential Rose law firm of 
Little Rock, acted as an attorney for Madison when it went before the 
State Securities Commission in 1985. An issue was raised during Clinton’s 
1992 presidential campaign about whether her work for the S&L was a 
conflict of interest. She said her legal work had been minimal. 

Controversy also arose during the 1992 campaign over Whitewater’s 
finances. Press investigations of Madison showed that Susan McDougal’s 
advertising firm, which was associated with Madison, deposited money in 
Whitewater’s account at the S&L to cover an overdraft. 

Under intense media scrutiny, Denver lawyer James Lyons was retained by 
the campaign to do a report on Whitewater’s business dealings and he 
found the Clinton’s lost money on the investment and had done nothing 
improper. Officials said they could not locate many of the records that 
might answer questions about the transactions. 

Tucker, a former congressman and state attorney general, was involved in 
a number of Madison loans, which went to fund small real estate deals, 
Tucker’s cable television company and major industrial projects. 

Madison loaned one of Tucker’s companies, Castle Water and Sewer, more 
than $ 1 million. His company was to provide service to the Castle Grande 
mobile home park, a Madison Financial Corp. development near Little Rock, 
but the S&L ended up losing $ 861,000 on the loan, the RTC said in an 
1990 court document. 

Staff writers Michael Isikoff in Washington and Howard Schneider in 
Little Rock contributed to this report. . 
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HEADLINE: Clintons’ Former Real Estate Firm Probed; Federal Inquiries 
Focus on Financial Activities of Other Arkansans 

SERIES: Occasional 
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BODY: A real estate firm that was half-owned by President Clinton and 
Hillary Rodham Clinton is under scrutiny in two separate federal 
investigations that focus on the financial activities of prominent 
Arkansas business and political figures, according to federal officials 
and law enforcement sources. 

The company, Whitewater Development Corp., has been a recurring source of 
controversy for the Clintons. The company was formed to develop vacation 
and retirement: homes on the White River in a remote section of the 
Ozarks. The Clintons have said repeatedly that Whitewater was a 
debt-ridden, money-losing venture in which they were passive investors. 

In recent interviews and public statements, David Hale, a former 
municipal judge in Little Rock under indictment on charges of defrauding 
the federal Small Business Administration, has contended that during the 
mid-1980s Bill Clinton and others pressured him to make SBA-backed loans 
to help get bad loans off the books of a failing S&L, Madison Guaranty 
Savings and Loan. The White House has repeatedly denied that any such 
conversations took place. 

During an FBI raid last July on the offices of Hale's SBA investment 
firm, agents seized documents that included records of a $ 300,000 loan 
to a public relations company headed by Susan McDougal, a partner in 
Whitewater. Some of the proceeds of the loan — intended to aid "socially 
or economically disadvantaged" borrowers — were used to finance a large 
purchase of rural property from the International Paper Co. by Whitewater 
in October 1986, according to a participant. 

As The Washington Post reported Sunday, the federal Resolution Trust 
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Corp. has been scrutinizing Whitewater’s land purchases as part of a 
separate probe into the use of depositor funds from Madison, which Susan 
McDougal’s husband, James McDougal, controlled. The RTC has asked U.S. 
Attorney Paula Casey in Little Rock to open a broad probe into whether 
Madison’s depositor funds were improperly used to benefit local 
politicians. Madison failed in 1989 at an estimated S 47 million cost to 
taxpayers. 

Sources familiar with the probe also say that RTC investigators have 
examined Whitewater s purchase of the International Paper Co. land and 
forwarded questions to Casey. Shares of Whitewater were equally owned by 
the Clintons and McDougals. 

The White House has said that Clinton, who was then serving his third 
term as Arkansas governor, and his wife were not aware of the loan to 
Susan McDougal or of Whitewater’s purchase of the International Paper Co. 
land. The purchase, by far the corporation’s largest transaction, was not 
disclosed in documents released by the Clintons last year to explain 
Whitewater, which became an issue during the presidential campaign. 

"There’s no way in the world that the Clintons would know about something 
like that,” said senior White House aide Bruce Lindsey when asked about 
the International Paper Co. purchase. "It’s not as though they were sitting 
in a corporate office somewhere passing corporate documents around." 

Justice Department officials have said in recent interviews that last 
summer’s FBI raid was related to an investigation of Hale’s activities as 
head of Capital Management Services Inc., the SBA-backed investment firm. 
The investigation is not focusing on the president or his wife, officials 
said. 

Martin Teckler, deputy general counsel to the SBA, would not comment on 
Capital Management, which is now in receivership. The loan to Susan 
McDougal’s firm is in default and the SBA is seeking to recover the 
funds. As a general matter, Teckler said, "The agency is definitely 
interested in seeing to it that any misrepresentations to obtain funds 
from the agency are pursued." 

Questions about the Susan McDougal loan were raised publicly last 
September by Hale after he unsuccessfully sought to have the fraud 
charges dropped in exchange for his information about the financial 
dealings of other Arkansas political figures. Justice Department 
officials said he had "no tangible information" that would justify 
dropping felony charges against him. 

Hale, who first aired his charges in the Arkansas Democrat-Gazette, said 
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in an interview that Bill Clinton and James McDougal repeatedly pressed 
him to make the loan to Susan McDougal’s firm. Master Marketing. Hale said he 
was told by James McDougal the loan could help with "cleaning up 
problems at Madison Guaranty, which was then under pressure from federal 
regulators. 

"Bill Clinton and I never discussed any loan with David Hale any time, 
said McDougal, who was acquitted of federal bank fraud charges involving 
Madison in 1990. He added that he was willing "to take a lie-detector 
test on national television absolving the president of this ridiculous 
accusation." 

Hale said in a recent interview that McDougal first told him in the fall 
of 1985 that there were "some members of the political family [in 
Arkansas] that had some loans that might be in question at Madison. " 

Susan McDougal said in an interview she did not remember the Master 
Marketing loan. James McDougal said the loan proceeds were deposited at 
Madison and that he used part of the money to purchase the property for 
Whitewater from International Paper. 

He said the Clintons were not informed of the purchase. "The Clintons 
never knew it took place, were never consulted on it. . . . If you knew 
the Clintons, they were the last goddamn people on Earth you d consult on 
a business deal." 

Land records in Pulaski County, Ark., show that Whitewater bought 810 
acres from International Paper in October 1986 for $ 550,000. Whitewater 
made a $ 100,000 down payment and International Paper agreed to finance 
the balance, records show. International Paper spokeswoman Kathleen 
Willemin declined to comment specifically on the sale, but said the 
company makes several hundred such sales a year and often finances them. 

The transaction was potentially sensitive for Clinton. A year earlier, he 
had negotiated major tax concessions for International Paper to keep it 
from moving two of its plants out of the state. 


Two months after the purchase, James McDougal transferred title to the 
property from Whitewater to a company owned by him and his wife. 
Whitewater remained obligated, along with the new company, for the 
mortgage loan and was later named in a lawsuit International Paper filed 
to reclaim the property after a default in mortgage payments. 

Whitewater was formed initially to develop 200 acres of land in the 
Ozarks. At the time, James McDougal was serving in Clinton’s first 
gubernatorial administration as an economic development aide. 
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Several years after Whitewater was started, Hillary Clinton and her law 
firm, the Rose firm, represented Madison before state regulators while 
Clinton was governor. Questions about possible conflicts became an issue 
in Clinton’s 1992 campaign. 

Clinton campaign officials hired James Lyons, a Denver attorney, to issue 
an accounting of Whitewater’s finances. While reporting that the Clintons 
had invested $ 70,000 of their own funds in the company, Lyons’s report 
depicted Whitewater as a debt-ridden company that had done virtually no 
business for years. Clinton aides said then that remaining questions 
about Whitewater could not be addressed because many of its records were 
missing. 

Records show that Whitewater failed to file corporate tax returns during 
a three-year period in which the Clintons remained half owners of the 
firm. This omission was discovered last December when the late Vincent 
Foster, the Clintons’ personal attorney and later deputy White House 
counsel,- met McDougal to execute the sale of the Clintons’ interest in 
Whitewater to McDougal. 

Foster took responsibility for filing the returns and later hired a 
Little Rock accountant who brought the returns to the offices of 
McDougal’s lawyer on June 21, 1993. The copies show that Whitewater 
realized no income during that period. 

When copies of Whitewater’s tax returns were requested last year, Clinton 
campaign officials directed reporters to McDougal. 

But McDougal said in a recent interview he delivered his copies of 
Whitewater’s financial records to the governor’s mansion in 1987. 

"They assumed the responsibility for filing the tax returns up until 
now," he said. 

Staff writer Susan Schmidt contributed to this report. 
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The Justice Department yesterday named a special three-member prosecution 
team to oversee politically sensitive investigations into a federally backed 
investment company and a failed Arkansas savings and loan that had ties to 
prominent figures in the state, including President Clinton. 

The move came after U.S. Attorney Paula Casey formally recused herself and 
her office from any further involvement in the probes. After consulting with 
Deputy Attorney General Philip B. Heymann and his staff, acting criminal 
division chief John C. Keeney dispatched three career lawyers from the fraud 
section, headed by Donald B. Mackay, a former U.S. attorney in Illinois, io 
Little Rock to take over the investigations. 

Casey, a Clinton appointee and volunteer in some of Clinton’s gubernatorial 
campaigns, had resisted earlier requests that she recuse herself. But late last 
week, following news media reports about the probes, she informed department 
officials that she and her staff were stepping aside "because of their 
familiarity with some of the parties and the need to ensure that there be no 
misperceptions about the impartiality of the investigation," according to a 
department statement. 

The investigations have received widespread attention in recent days 
following disclosures that the Resolution Trust Corporation had asked Casey s 
office to open a criminal inquiry into a number of matters relating to the 
now-defunct Madison Guaranty & Trust, including the possible improper use of 
depositors’ funds for contributions to Clinton’s 1984 reelection campaign as 
governor of Arkansas. 

Yesterday, Republicans on the House Banking Committee asked Chairman Henry B. 
Gonzalez (D-Tex.) to open hearings on Madison, which had business relationships 
with a partnership half-owned by Bill and Hillary Clinton and with companies 
formerly controlled by Arkansas Gov. Jim Guy Tucker (D). Rep. Jim Leach (Iowa), 
the committee's ranking Republican, called Madison "a rogue thrift" and said 
Republicans are concerned that “Keating-like influence peddling may have 
occurred, although on a smaller, state-centered scale" - a reference to the 
scandal involving five U.S. senators and S&L executive Charles H. Keating Jr. 
Madison failed in 1989 at an estimated S 47 million cost to taxpasers. 
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Casey’s office also is probing Capital Management Services, a Small Business 
Administration-backed investment fund that provided a S 300.000 loan in April 
1986 to Susan McDougal, a former business partner of Clinton and the wife of 
Madison's owner. James McDougal. Part of the loan was used by Whitewater 
Development Corp., the firm half-owned by the Clintons, to buy a tract of rural 
land near Little Rock. White House officials have said the Clintons had no 
knowledge of the purchase, which was made by the McDougals. 

David Hale, a retired municipal judge who has been indicted on fraud charges, 
has publicly alleged that he was pressured by Clinton to make the loans as a 
means of shoring up Madison’s books — a claim that has been flatly denied by 
the White House. 

The Arkansas probes have been repeatedly played down by White House and 
Justice Department officials, and last week press secretary Dee Dee Myers 
dismissed Hale s allegations as stories concocted to "save his butt." 

Casey’s recusal is the latest sign that the investigations are being taken 
more seriously. Late last week. Associate Attorney General Webster L. Hubbell. a 
former partner of Hillary Clinton in the Rose law firm in Little Rock, sent a 
memo to Attorney General Janet Reno and Hevmann stating he was also recusing 
himself and his entire staff from the matter. The Rose firm had previously 
represented Madison, and Hubbell later represented the RTC in a lawsuit against 
Madison’s accountants. 

Hubbell is the No. 3 official in the Justice Department; his responsibilities 
include overseeing civil matters relating to the savings and loan industry. 
Department officials said Hubbell would have had no direct oversight over the 
Little Rock criminal probes anyway. 

Randy Coleman. Hale's lawyer, who had initially sought appointment of an 
independent counsel last September in the days preceding Hale’s indictment, said 
yesterday that Casey’s recusal was "kind of a step in the right direction" 
although a "little less" than what he requested. 

"David Hale always said he wanted the playing field to be a little more 
level,” said Coleman. "You would hope this means an objective investigation.” 

Casey, a former legislative aide to Sen. Dale Bumpers (D-Ark.), in September 
turned down Coleman’s request that Hale be granted immunity in exchange for 
information about Clinton and other political figures in the state who had 
gotten loans from Capital Management, including Tucker. 

After consulting with high-level department officials, Casey said she saw no 
reason to step aside and that Hale’s allegations lacked "specifics.” 

That came one month after Coleman had contacted the White House about 
Hale’s allegations, calling associate counsel William Kennedy in mid-August. ”1 
told him we have clients with mutual problems developing in a federal 
investigation down here." Coleman said yesterday. 

A few days later, Coleman said. Kennedy called back and asked him if it would 
be alleged there were any "face to face" meetings between Clinton and Hale — a 
question that Coleman said he answered in the affirmative. But Coleman said 
Kennedy did not accept his offer to meet with him in Washington to discuss the 
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matter. 

Coleman said he was not asking Kennedy to intervene in the case. White House 
senior aide Bruce Lindsey said that Kennedy, a former partner of Hillary 
Clinton and Hubbell in the Rose law firm, discussed Coleman's statements with 
White House counsel Bernard Nussbaum. but neither took any action or alerted 
anyone else in the White House. "Both he and Bemie didn't do anything with the 
information because they didn't take it seriously," said Lindsey. 

LANGUAGE: ENGLISH 

LOAD-DATE: November 10, 1993 
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BODY: Resolution Trust Corp. investigators examining the mid-1980s 
affairs of a failed Arkansas savings and loan found a series of irregular 
transactions involving Whitewater Development Corp., a company then 
half-owned by President Clinton and his wife, that suggested it was used 
by the Clintons’ business partners in a check-kiting scheme to drain 
funds from the thrift. 

The RTC, according to documents and interviews with sources familiar with 
the probe, told federal prosecutors more than a year ago that Bill and 
Hillary Clinton and other principals in a dozen corporations doing 
business with Madison Guaranty Savings & Loan during the mid-1980s could 
possibly have benefited from the alleged scheme, though there is no 
evidence they had direct knowledge of it. 

But the agency, which named the Clintons’ business partners as targets in 
the October 1992 referral to the Justice Department, said further 
investigation was needed to find out where money ended up after passing 
through a Whitewater account at Madison. 

The Justice Department did not notify the RTC of its disposition of that 
referral until last month, when federal prosecutors declined to open a 
criminal inquiry. But federal prosecutors have decided to act on a 
second, more detailed request from the RTC to investigate similar 
allegations regarding Madison and its owner, James McDougal. 

The Clintons repeatedly have denied doing anything improper in connection 
with Whitewater and have said that it was a money-losing investment run 
by McDougal and his wife, Susan. 
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The RTC’s first criminal referral last year, filling more than 15 pages, 
outlined dozens of instances of questionable loan transactions involving 
several Arkansas banks and 12 corporations affiliated or doing business 
with Madison, sources said. They said principals of the corporations 
included the Clintons, the McDougals and Arkansas Gov. Jim Guy Tucker 
(D). 

During the first half of 1985, the sample time period examined in detail 
by the RTC, Whitewater issued 10 checks for more than $ 70,000. Several 
were written to the Bank of Cherry Valley, where Clinton had a campaign 
account. Unable to obtain the bank’s records, the RTC could not determine 
if the checks were deposited in the account. 

Five of the checks issued by Whitewater totaling more than $ 60,000 were 
overdrafts that eventually were covered by funds from other alleged shell 
corporations, or from Madison Financial Corp., the S&L’s wholly owned 
real estate subsidiary. 

One $ 30,000 check was issued on Whitewater’s account to McDougal with 
the notation "loan repayment," though sources said the RTC found no 
records of any loan from McDougal. 

That check resulted in an overdraft that was covered by a deposit of $ 

30,000 from Madison Financial Corp. (MFC). In April 1985, according to 
S&L documents, MFC deposited $ 30,000 directly into Whitewater’s account 
as a "prepayment" on a 1985 bonus to McDougal, MFC’s president. 

Some of the money that went through the alleged shell corporations to 
Whitewater came from bank loans, according to sources familiar with the 
RTC referral. Those corporations were created legally but appeared to 
have no business purpose, said a source familiar with the probe. 

Among the "shell" companies cited in the first referral were ventures 
named "Tucker-Smith-McDougal," "Smith-Tucker-McDougal" and a third named 
"Smith-McDougal." Also cited were two Madison real estate ventures. 

The RTC’s initial request for criminal investigation of the S&L’s affairs 
came after a long-running politically sensitive probe of Madison and 
McDougal, a longtime friend of the Clintons who, with his wife, jointly 
owned the small real estate venture that has been a continuing source of 
controversy for the president. 

The first RTC referral was reviewed earlier this year by career Justice 
Department officials, who concluded there was insufficient evidence to 
warrant further investigation. The RTC says it was never informed. 
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Two weeks ago, U.S. Attorney Paula Casey told the RTC in a letter that 
her office "concurs" with the earlier Justice Department conclusion that 
there was "insufficient information" in the first referral to warrant a 
law enforcement probe, said sources familiar with the contents of the 
letter. 

"This was not a review conducted by Paula Casey," said Carl Stern, the 
Justice Department’s chief public affairs spokesman. "The information 
should have been communicated to the RTC months earlier. ... As far as 
I know, Paula Casey didn’t participate in any decision-making." 

The second RTC referral forwarded early last month included questions 
about the possible diversion of Madison depositor funds into accounts at 
other institutions maintained by Clinton’s 1984 campaign for reelection 
as Arkansas governor. 

Casey last week recused herself from the continuing investigation of 
Madison. A Clinton appointee and volunteer in some of Clinton’s 
gubernatorial campaigns, she said she stepped aside because of her 
"familiarity with some of the parties." She declined to comment yesterday 
on why she had not recused herself two weeks ago on the first referral. 
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1ST STORY of Level 1 primed in FULL format. 

Copyright 1993 The New York Times Company 
The New York Times 

November 2, 1993. Tuesday, Late Edition - Final 
SECTION: Section A; Page 20; Column 1; National Desk 
LENGTH: 18S6 words 

HEADLINE: U.S. Investigating Clinton’s Links to Arkansas S.& L. 

BYLINE: By JEFF GERTH with STEPHEN ENGELBERG. Special to The New York Times 

DATELINE: WASHINGTON, Nov. 1 

BODY: 

Federal investigators are raising questions about ties between President 
Clinton and an Arkansas businessman, a political patron of Mr. Clinton in the 
1980’s whose failed savings and loan is now under investigation. 

Government officials and lawyers familiar with the case said the President 
was neither the subject nor a target of the investigation, which is still in its 
early stages. 

But the inquiry focuses on questionable financial dealings involving the 
savings and loan, Madison Guaranty, from which Mr. Clinton benefited both 
personally and politically. The savings and loan’s owner, James McDougal. was 
one of Mr. Clinton’s closest associates in Arkansas and was. at various times, 
his business partner, political fund-raiser, family banker and senior aide when 
Mr. Clinton was Governor of Arkansas. 

Advantageous Relationship 

Mr. Clinton’s banking commissioner advised him in 1983 that Mr. McDougal was 
engaged in questionable banking practices. But the two men nevertheless 
maintained a business and political relationship throughout the 1980’s that 
helped both men. When Mr. Clinton needed someone to raise $35,000 to retire 
debts from his 1984 re-election campaign, he turned to Mr. McDougal. 

Mr. McDougal denies any wrongdoing. His lawyer, Sam Heuer, said his client 
was under investigation by the United States Attorney in Little Rock, Ark. Last 
month the Federal agency that disposes of failed savings and loans, the 
Resolution Trust Corporation, asked the United States Attorney in Little Rock to 
examine several possible violations of law in the operations of the savings and 
loan, including transactions that may have helped Mr. Clinton pay his campaign 
debts. 

According to Federal officials, court documents and lawyers familiar with the 
case, the two Federal agencies have been trying to find out whether more than 
S250.000 in business loans was improperly diverted from Madison in April 1985 to 
several sources, including Governor Clinton’s re-election campaign. 

The officials said the campaign received $12,000 in cashier’s checks from 
Madison, some of which appeared to have been paid for by the business loans. The 
former Clinton aide who deposited the money said neither she nor Mr. Clinton 
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was aware of any irregularities about its source. 

Investigators have asked prosecutors to see whether the campaign 
contributions were linked to efforts by Madison to win state approval for an 
unusual plan to raise new capital by issuing stock, the officials said. 

Finally, prosecutors are studying a $300,000 loan from a federally sponsored 
lending company to Mr. McDougal’s wife, Susan. The man who made the loan. David 
Hale, was indicted in September on unrelated charges. 

In an effort to win leniency from prosecutors on the eve of his indictment. 

Mr. Hale offered prosecutors information about Mr. Clinton and other Arkansas 
politicians, but was unable to reach a plea agreement. Mr. Hale asserted in 
interviews with reporters that Mr. Clinton had personally pressed him to make 
the $300,000 loan. 

A White House spokesman said Mr. Clinton had no recollection of any such 
conversation. Mr. Hale said Mr. McDougal told him the money would help conceal 
earlier favors for the Governor. 

New Prosecutor 

The criminal investigations of Madison and Mr. Hale’s lending activities are 
being directed by the new United States Attorney in Little Rock, Paula J. Casey. 

On Sunday, The Washington Post disclosed the Resolution Trust Corporation’s 
request to Ms. Casey, and The Wall Street Journal reported on the inquiry today. 

Mr. Hale’s lawyer has questioned Ms. Casey’s independence. She was a 
volunteer in Mr. Clinton’s campaigns for governor and was his student at the 
University of Arkansas law school. Ms. Casey would not discuss the case but told 
Mr. Hale’s lawyer that she was not afraid to prosecute anyone. 

Mr. McDougal, who is at the heart of the inquiry into the savings and loan’s 
affairs, continues to blame regulators and prosecutors for his downfall, calling 
them overzealous. He was acquitted of Federal bank fraud charges involving 
Madison in 1980. 

Mr. McDougal met Mr. Clinton in the late 1960’s, when both men worked on the 
staff of Senator J. William Fulbright, the Arkansas Democrat and longtime 
chairman of the Senate Foreign Relations Committee. 

Ozarks Real Estate Deal 

In 1978, the McDougals brought Mr. Clinton and his wife, Hillary, into a 
real estate deal, buying 200 acres of the Ozarks in northern Arksansas. Later, 
the property was transferred to their company, Whitewater Development, with both 
couples sharing the liabilities and potential profits. 

When Mr. Clinton first took office as Governor in 1979, Mr. McDougal joined 
him as an economic development aide. But he soon returned to business, buying a 
bank in northern Arkansas and a savings and loan in a small town about 75 miles 
from Little Rock. 

By 1983, Mr. McDougal’s bank was in trouble with Arkansas regulators. The 
state’s banking commissioner, Marlin S. Jackson, ordered the bank to stop 
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making imprudent loans. Mr. Jackson, a Clinton appointee, said in an interview 
last year that he told Mr. Clinton at the time of Mr. McDougal's questionable 
practices. 

Meanwhile, the savings and loan continued to grow, from S6 million in assets 
to more than SI 00 million by 1985. It opened a branch in Little Rock near the 
Statehouse and began making loans to prominent Democrats, including Mr. 

Fulbright and Jim Guy Tucker, a Little Rock lawyer who is now Governor of 
Arkansas. 

Records also indicate that Madison was helping Whitewater, the real estate 
business owned by the Clintons and McDougals. In 1984 and 1985, as the company 
continued to post losses, check ledgers show that the company had frequent, 
sizable overdrafts on its account at Madison. 

Also in 1985, Madison Marketing, a McDougal family business that derived all 
of its revenue from the savings and loan, provided the funds for Whitewater to 
make a 57,322 payment on a loan taken out by Mr. Clinton from another bank, 
according to bank records. 

The Clinton Presidential campaign said last year that the McDougals had 
contributed a disproportionate share of Whitewater's money, 592,000 against 
S68,000 by the Clintons. 

In interviews last year, Mr. McDougal seemed to view his relationship with 
Mr. Clinton as unbalanced. On the one hand, he said. "Bill never turned me down 
on something I asked for, and l only asked for it occasionally." 

But on the other hand, Mr. McDougal said, he helped the Clintons in numerous 
ways, from agreeing to hire Mrs. Clinton to do additional legal work at 
Madison, to paying on Mr. Clinton's behalf pan of the loans on the Ozark 
property. 

Favors on Both Sides 

Mr. McDougal said in the same interviews that 1985 was a year of favors on 
both sides. In early 1985, he said. Mr. Clinton asked him to raise enough money 
to retire about S35.000 in debts left from his 1984 campaign. 

Betsey Wright, who ran the 1984 campaign, confirmed that Mr. Clinton had made 
the request and said it led Mr. McDougal to be the host for a small fund-raising 
event in 1985 at the savings and loan. Mr. Clinton attended that event. 

As for the source of the donations, Ms. Wright said: Tm sure we would have 
no idea. Any hint of a problem and we would not have accepted." 

At least 512,000 worth of cashier’s checks issued by Madison wound up in the 
campaign’s coffers in April 1985, Federal officials said. Some came from a 
business loan that Madison made to a McDougal associate and was never repaid. 

The rest was from Mr. McDougal’s personal and corporate accounts, the officials 
said. 

Days before Mr. McDougal held his fund-raising event for Mr. Clinton, 

Madison learned that it faced a serious problem. Federal regulators were 
concerned by the savings and loan’s rapid growth and the failure to have on 
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hand enough capital to meet Federal requirements. 

State Approval Needed 

Madison’s proposal was to raise money to meet the capital requirement by 
selling a form of stock never issued before in Arkansas by a savings and loan. 
Because it was a state-chartered institution. Madison needed the approval of 
Arkansas regulators. 

The savings and loan did not rely on its usual outside counsel for this 
issue, turning instead to the Rose law firm of Little Rock, where Mrs. Clinton 
was a senior partner. In written answers to questions last year, she said she 
met with Mr. McDougal once in April 1985 to discuss working for Madison. She 
declined to elaborate. 

In the documents forwarded to prosecutors, investigators for the Resolution 
Trust Corporation have questioned whether the campaign contributions were 
connected to Madison’s effort to get state regulators to approve its stock plan, 
Feoeral officials say. By May, Arkansas regulators had concurred that the stock 
plan was legal, but it was never carried out. 

James M. Lyons, a Denver lawyer who reviewed Mr. Clinton’s dealings with Mr. 
McDougal for the Clinton Presidential campaign last year, said today that there 
was no connection between the contributions and the effort before the state 
regulators. 

Mr. McDougal, in interviews, denied any impropriety in connection with the 
campaign contributions or the attempt to win approval for the stock plan. 

At the end of 1985, Mr. McDougal said last year, Mr. Clinton did do him 
another favor, helping set up a state revenue office in a Little Rock building 
owned by a subsidiary of Madison. 

By the fall of 1985, Mr. McDougal faced mounting pressure, some of which came 
from the prospect of a Federal audit scheduled for early 1986. 

David Hale, a Democratic municipal judge in Little Rock who operated a 
federally sponsored lending company, said he was approached by Mr. McDougal in 
late 1985 to make loans that would help the ’’political family" of Arkansas 
Democrats. 

Mr. Hale’s company was part of a Small Business Administration program 
intended to provide capital for businesses owned by "socially or economically 
disadvantaged" people. Mr. Hale was recently indicted on charges of misleading 
the Government about the condition of his lending company. He has since resigned 
as a judge and is contesting the charges. 

In interviews before his indictment, Mr. Hale said Madison financed a land 
deal in February 1986 in which he was paid hundreds of thousands of dollars more 
than the property was worth. Court records show that this loan was never repaid, 
resulting in a loss of S672.000 to taxpayers. 


:c o 


184 



DEPARTMENT of the treasury 

w*ShimCTOn 0*1 2C220 


MEMORANDA FOR JEAN E-fLAHSCTT 
GENJ^AL COUNSEL 


FROM: 




A /Lri+rf-y 


"ROBERT ?. CESCA / U Sj "/ 

DEPUTY INSPECTOR GENERAL 


Provision of Legal Advice and Services to OI^G 

know, the Inspector General has been requested to carry 
kn investigation into communications between Treasury \ 
employees and White House staff concerning the collapse of j 
Ma d l ken Guaranty Savings and Loan, and related matters. It is 
important that the Office of Counsel to the Inspector General, 
headed by Francir.e Xerner, continue to provide independent legal' 
advick ar\c services ouring the course of the investigation, j I 

Given \he 'nature of the inquiry, we have therefore agreed ythaty 
Ms. Ker\er\and members of her staff will report solely to the ; 
Inspector General on any matters relating to the investigation. 
Neither Ms. K-erner nor her staff will communicate an- 
about the s<ibs\ar.ce cf this inquiry without sp^ei^fic 
author izat ioh^fldm the Inspector General. 


In addition, a separate job element, concerning the provision of 
legal advice anc services in connection with this specific 
mvesHoa t ion , will oe added to Ms. Kerner's performance 
standards for rating oerioos July 1, 1993 thr ouah^Tonje 30. 1994, 
and July \ 199; t.nrougn June 30, 1995. The dete>m^a't>cm on 
relative j od\s icn l f icance and job element performances^ or this 
]ob element wifi be at the sole discretion of the Inspector \ 
eneral. Moreover , we have agreed that the overall rating of\ 
,.s. Kerner'sj perferpmance in each of these rating periods will \ 
concurrence of the Inspector General. '. \ 


need to receive 


By tailing these steps, tee agency will help allay any 
misperception that legs! advice and services are being afiected ! 
by people whose activities n>v be subject to review. Shdula you' 
have any questions concerrhfg tds^ arrangement . pleaseyfeel free 
to call me diirectlv. 

i i 

cc: Dennis il . Foreman 
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l mud M.IH' 

Office of Government Ethics 

l -20 1 New York Avenue. N\V . suite 
Washington. DC. 


August 4, 1995 


The Honorable Charles T. Canady 
Chairman 

Subcommittee on the Constitution 
Committee on the Judiciary 
U.S. House of Representatives 
Washington, DC 20515 

Dear Mr. Canady: 

I received your letter of July 25, 1995 and welcome the 

opportunity to answer the questions you posed. We recognize that 
because of statements made at the hearings on the contacts between 
officials of the Department of the Treasury and the White House 
our role was not well understood or in some instances was totally 
misunderstood. 

If I may, before answering your questions, I would like to 
emphasize a few points about our role. 

• The Office of Government Ethics (OGE) does not normally 
serve as the primary analyzer of facts developed by a fact finder; 
we believe that is the role of the agency that employs the 
individual whose conduct is in question. In this instance I agreed 
to do so because of the Treasury ethics official's involvement in 
the matter. Even so, OGE did not present Secretary Bentsen with a 
finding; he received an analysis. As we pointed out in our letter, 
he was required to make the finding. 

• OGE does not consider the analysis it provided to Secretary 
Bentsen to be a "report," as that term is typically used. However, 
our analysis was based upon an investigative report of the 
Inspectors General (IG) . l We have noted in the press that the term 
"report" has been used interchangeably for our analysis, the IGs * 
investigative report, the Secretary's press release and even 
Mr. Cutler's written testimony. Because we did not make any 
findings or conclusions but only advised the Secretary on what he 
might reasonably find or conclude, we prefer to refer to our letter 
to him as an analysis. We recognize these errors in terminology in 
part began with the Department of the Treasury's addition of a 


x That report consisted of four volumes of materials. Included 
in those volumes was an executive summary of the contacts, 
documentary exhibits and over 1000 pages of transcripts of sworn 
statements of individuals interviewed by the OIGs. 
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cover sheer to our analysis titling it a report and then releasing 
it in that form to the public. 

• As you noted, many used the letter from OGE as vindication 
for all purposes of the activities of the individuals involved. 
OGE does not believe that the Standards of Ethical Conduct issued 
by this Office are the only standards by which to judge the 
acceptability of actions of an individual employee. As noted in 
our letter to Secretary Bentsen, "(t]here may— tre substantial 
management and program reasons for reviewing an employee's 
performance in a particular role. That management responsibility 
is separate and apart from the responsibility that an agency also 
has to measure the employee's conduct against the standards of 
conduct." Since OGE and OGE personnel played no role in 
supervising the individuals involved, our limited role was to 
analyze the conduct of the individuals against the Standards of 
Ethical Conduct and provide that analysis to the Secretary. 

• OGE specifically stated in its letter to Secretary Bentsen 
that "our analysis is not intended to cover, nor should it in any 
way reflect upon, the actions of individuals */ho are employed by 
the White House." Our role was to analyze the facts in the 
Inspectors General report which focused on the activities of the 
employees of the Department of the Treasury and, in part, those 
employed by the Resolution Trust Corporation ( RTC) . The Inspectors 
General did not focus upon, and had no authority to focus upon, the 
activities of White House officials. 

• The Inspectors General of the Treasury and the RTC did 
their investigation and report for the Secretary of the Treasury, 
not for OGE. We worked with the IGs to ensure that the lines of 
inquiry relevant to our analysis were included. Speaking with each 
office almost daily during their investigation, we felt we had a 
very good working relationship. Secretary Bentsen, as the head of 
the Treasury Department and as a Member of the Oversight Board, had 
the authority to request the investigation from both IGs, and he 
did so. As we told the Secretary, we worked with the OIGs; they 
did not work for us. We found the staffs of both offices 
cooperative, hard-working and diligent in pursuing the information 
necessary for us to make our analysis. 

Our responses to your direct questions are provided below: 
Question : 

1. Notwithstanding the need for independence in this 
investigation, the Department of the Treasury placed Francine 
Kerner, a subordinate of Treasury General Counsel Jean Hanson, 
whose conduct was the subject of the investigation, in a 
supervisory position over the Treasury investigation. 
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a) Ac what poinc in the process did GGE discover 
chat the Department of the Treasury's 
investigation, upon which OGE would rely in 
formulating its report, was being supervised 
by an individual who was a subordinate of one 
of the Department's employees whose conduct 
was under investigation? 

Answer : 

While 'my staff cannot remember the actual date, Jane Ley, the 
Deputy General Counsel of OGE, believes that no later than June of 
1994, she was told by the IG's office of RTC that Ms. Kerner was an 
employee of the General Counsel’s office at Treasury and not an 
employee of the IG. Ms. Kerner had been in the initial meeting OGE 
conducted with the Treasury IG's office in March so we were aware 
at that time she provided legal services to the Office of Inspector 
General (OIG) . This general arrangement was not unusual. 
Initially most IGs did not hire their own counsel, choosing instead 
to use the services of attorneys in the agencies' General Counsels' 
offices. More recently, however, IGs have begun hiring their own. 2 


QUSSlipn: 

b) Was OGE made aware of this fact prior to 
issuing its report? 

Answer : 

Yes, as mentioned above, the staff became aware of it from 
information from the RTC OIG very early in the process. Further, 
based upon that information, Ms. Ley contacted Ms. Kerner and 
discussed that relationship specifically in the context of this IG 
investigation. Very shortly after that conversation, Ms. Kerner 
faxed to Ms. Ley a copy of a Memorandum from the Deputy Inspector 
General, Robert Cesca, (who was also Acting Inspector General) to 
the General Counsel about Ms. Kerner ’ s services. We felt that 
clearly establishing who Ms. Kerner 's client was for professional 


2 From a recent Comptroller General’s report we note that in 
1994, of the 27 statutory Inspectors General, five used the 
services of their agencies’ General Counsels' offices. Those five 
were HHS , EPA, DOD, Treasury, and FEMA. GAO/OGC-95-15 . INSPECTORS 
GENERAL Independence of Legal Services Provided to IGs, B-258857, 
App. Ill (March, 1995) . 
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responsibility purposes as well as from whom she would receive 
assignments and supervision in this matter was an important 
element. A copy of that memorandum is enclosed for your 
reference . 

Question : 

c) Did OGE make any inquiry as to who was 

conducting the investigation and — " the 

relationship that individual had to any of the 
parties under investigation? 

Answer : 

Without inquiry, OGE was aware that Mr. Cesca was a career 
Deputy Inspector General who was the Acting Inspector General in 
the absence of a confirmed appointee. In addition, as noted above, 
we were informed of Ms. Kerner ' s status. We made no inquiries of 
Mr. Cesca at Treasury or of Mr. Adair, the Inspector General of 
RTC, about other individuals within their respective offices 
assigned to participate in this investigation. My staff believes 
that they may have met or spoken on the telephone to almost all of 
the senior OIG staff of each office who participated in the 
investigation. We believed and continue to believe that 
responsibility for making those assignments and for determining 
whether any of those individuals might have a conflict was the 
responsibility of each Inspector General in managing his office. 

Question : 

d) Did OGE, at any time prior or subsequent to 
the issuance of its report, object to the role 
as creating an apparent "conflict of interest" 
which would undermine the credibility and 
quality of the investigation? 

Answer : 

We did not object to Ms. Kerner ' s role. However, as noted 
previously, for the integrity of the investigation and for Ms. 
Kerner *s sake we did encourage that her role and supervision in 
this matter be clarified. 

Question : 

e) What safeguards, policies or guidelines, if 
any, does OGE have in place, to insure that 
the underlying investigation upon which its 
views on "ethics or conflicts" issues will be 
based is conducted by individuals who are not 
in a position to be compromised by their 
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relationship to the parties whose conduct is 
the subject of the investigation? 


Answer : 

As we noted in our letter to Secretary Bentsen our role in 
this matter was unusual. Normally we do not provide the primary 
analysis of an investigative report. Therefore, OGE does not have 
any safeguards, policies or guidelines ab6tit underlying 
investigations of employee misconduct. The executive branch has 
established professional investigative offices in the form of the 
Inspector General system and the Federal Bureau of Investigation 
(FBI) . We rely upon the policies and safeguards established within 
those systems. 

Qyq? Sion: 

f) What inquiries, if any, does OGE make to 
determine that the underlying investigation, 
upon which its- views on "ethics or conflicts" 
issues will be based is conducted by 
individuals who are not in a position to be 
compromised by their relationship to the 
parties whose conduct is the subject of the 
investigation? 

Answer : 

This question is difficult to answer because it presumes that 
we often engage in analyses of the type at issue here. Since we do 
not, we have no standard practice of making any such inquiries. 
The staff of an Inspector General’s office and the FBI are governed 
by the same standards of conduct as all executive branch employees 
and they must adhere to those principles in their investigations. 
Beyond that, unless we have some reasonable basis to believe that 
an investigation by an agency of potential misconduct by one of its 
employees was compromised, we presume that the investigation was 
done in good faith by individuals who are acting professionally. 

On the other hand, if on the basis of reliable information we 
believe that an investigation of employee misconduct by an agency 
has not been conducted properly, that is one of the bases for us to 
direct that an agency undertake a further investigation. See 
5 C.F.R. § 2638.503 (d) (3) . 

Question : 

g) Did OGE make any such inquiries in this case 

to determine whether the underlying 

investigation, upon which its views on "ethics 
or conflicts" issues was conducted by 
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individuals who were not in a position to be 
compromised by their relationship to the 
parties whose conduct was the subject of the 
investigation? 

Answer : 

Other than the discussions between Ms. Ley and Ms. Kerner 
noted above, we did not. Further, because the RTC and Treasury 
IGs ’ offices provided us transcripts of interviews as they became 
available, we were able from quite near the beginning of the 
investigation to read for ourselves the manner in which those 
conducting the interviews were pursuing the information we thought 
was important for our analysis. We saw nothing that would lead us 
to believe the investigation was compromised. 

Q y<gst;gn : 

h) If OGE did not learn prior to the issuance of 
its report that the Treasury Investigation was 
being supervised by an individual who was a 
subordinate of one of the Department's 
employees whose conduct was under 
investigation, what actions would have been 
taken to remedy the situation if it had known 
of the investigation? 

Answer : 

We did know and we did encourage that within Treasury everyone 
be clear on their respective roles. For purposes of the 
investigation being conducted by the Treasury and RTC OIGs we 
viewed Ms. Kerner as an employee of the Treasury IG subject to his 
supervision. 3 


3 We found it interesting to note that the Results in Brief 
section of the recent Comptroller General's report included the 
following statement: 

Finally, we found that the number and grade levels of the 
attorneys providing legal services and the nature and 
scope of services provided vary from office to office and 
are not necessarily related to the organizational 
location of the attorneys. We also found that IGs’ 
attorneys, whether located in OGCs or OIGs, obtain 
services from other agency attorneys. Accordingly, our 
comparison of these characteristics for OGC attorneys 
currently providing legal services to IGs with OIG 
attorneys providing such services does not indicate that 

(continued. . . ) 
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Quest ion : 

2. In your letter to Secretary Bentsen dated March 15, 1994, 
you stated that, " [w]e believe that we can effectively work with 
the IG so that any information we believe relevant to issues of the 
application of the standards of conduct to employees of the 
Department can be developed and included in a report from the IG. 1 ' 
Subsequently, the Treasury Department gave fourteen documents to 
OGE pursuant to its "investigation." 

a) Prior to the issuance of the Report, did OGE 
express concern to Treasury Department 
officials as to whether there was sufficient 
documentation on which to provide guidance and 
interpretation? 

Answer: 

No. We met with the staffs of each of the Offices of 
Inspector General and provided them with a list of provisions of 
the standards of conduct that might potentially be involved; we 
later met and tried to focus on general areas of inquiry that would 
provide the information necessary in order to analyze the conduct 
in light of those provisions. Just as other officials rely upon 
professional investigative arms of Government to develop accurate 
reports of the facts, we relied upon the professionalism and the 
judgment of the individuals in the Inspector General's office. The 
fact that the investigators determined that so few documents shed 
light on the issues relevant to an analysis under the standards of 
conduct or the criminal conflict of interest statutes was not a 
basis for us to believe the investigation was not thorough. 
Further, we have seen nothing since that time in documents released 
by the Congress or by others that leads us to believe that relevant 
documents were not provided to us. 

We believe it is important to point out that we also had 
available to us and did read over 1000 pages of transcripts of all 
sworn statements made in interviews conducted by the IGs in this 
investigation. Those transcripts comprised three of the four 
volumes of the IGs’ final report made public by the Department of 
the Treasury. 


J ( . . .continued) 

attorneys located in OGCs are less able to provide 
independent legal services than those located in OIGs . 
GAO/OGC-95-15 at p. 2. 
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Question : 

b) Did OGE in fact work with the Treasury 

Inspector General to insure that all relevant 
information was developed and included in the 
IG's report? Did OGE make any specific 

requests for additional documents, facts or 
other information to insure that all 
information "relevant to issues oP* the 
application of the standards of conduct to 
employees of the Department" was developed and 
included in the IG‘s report? 

Answer : 

At the start we helped develop areas of inquiry that we felt 
would be necessary in order to provide us with sufficient 

information to make an analysis of the application of the standards 
of conduct to the Treasury employees* contacts with the White 
House. As the interviews proceeded, we had numerous telephone 
conversations with OIG staff, some of which undoubtedly helped 
frame questions in interviews of those next on the list to be 
interviewed. In at least two instances where we read the initial 
interview with an individual and knew that a second interview was 
planned, we specifically asked that certain follow-up inquiries be 
made. We could read in the transcript of the second interviews 
that those inquiries were made. 

With regard to documents, we had a copy of a (pre-Altman) 

written delegation of authority from the head of the RTC to 
subordinates regarding the handling of certain types of cases. We 
asked that* if that delegation was still valid, a copy of it be 
attached to the IG report as an exhibit. A copy of that delegation 
was not attached to the final report of the IGs and we therefore 
deleted a direct discussion of it from our final analysis. We are 
unsure whether it was not attached because there was not enough 
time to determine if it was still a valid delegation or because it 
was in fact no longer valid. 

Question : 

c) Did OGE have sufficient time to obtain all 
relevant information to issue a thorough and 
comprehensive report? 

Answer : 

We would be less than candid in saying that we thought the 
time we had to produce our analysis was generous. On the other 
hand, given the issues under the standards of conduct and given the 
fact that any discrepancies in the testimony of individuals was 
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either not relevant to our issues or was simply one person’s word 
against another's about a conversation, we do not believe that 
more time would have changed the outcome of our analysis. Again, 
we must stress that we were relying upon the investigation of the 
Inspectors General as the system established by Congress for 
reviewing, in part, the conduct of executive branch officials. 

Qii£S£i On’ 


d) Did the paucity of documents initially 

provided to OGE pursuant to the Treasury 
investigation create any concern for those 
preparing the OGE report that the 

investigation might not be complete or 
thorough? Were such concerns expressed to 

Treasury Investigators? If so, how were these 
concerns communicated to Treasury 
Investigators? 

Answer : 

While we understood that there were a substantial number of 
documents given to the Independent Counsel, we were not surprised 
that, for the most part, the type of information that would be 
relevant to an analysis under the standards of conduct was not in 
writing. For instance with regard to the misuse of confidential 
information, the issue was whether the individuals disclosed or 
used the information to further a private interest. It would have 
been unusual for there to have been much written documentation 
about the use of that information for a private purpose in 
Government documents even if it had occurred. During the period 
that the Treasury OIG was reviewing the documents, Ms. Kerner, on 
occasion, contacted my staff, described certain documents, and 
asked if my staff thought they were relevant for our analysis. If 
we did, that document was included. We trusted that the IG review 
was thorough and we have had no indication that the review of the 
documents was conducted in an unprofessional manner. 

J2Q: 

e) If it is not the role of OGE to question the 
investigations of others, how can the 
appearance (Or reality) of Departments or 
Agencies "sanitizing* their investigations be 
overcome? 

Answer : 

Congress established an Inspector General system so that 
agencies would have an independent source of investigation of 
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matters involving the agencies* personnel and programs. We do not 
believe that system has any fundamental flaws and therefore we 
believe it is appropriate for an agency head to rely upon it for 
investigations of possible conflicts of interest or standards of 
conduct violations. OGE presumes that an investigation carried out 
by an Office of an Inspector General or by the FBI will be carried 
out in a professional manner. If we have reason to believe that an 
investigation into the misconduct of an employee is not being 
conducted professionally or correctly, we turn to-The head of the 
agency to whom that report will be issued to correct that 
situation. As a member of the President's Council on Integrity and 
Efficiency, I could also raise the issue of IG misconduct with the 
Council . 

The purpose of creating a professional investigative arm such 
as the Inspectors General system or the FBI is to provide 
decisionmakers with reports on which they can rely in making 
decisions. Those reports are of necessity a distillation of the 
materials and information reviewed by the investigators. If 
decisionmakers had to review all primary sources to first determine 
the quality of the investigative report before acting upon the 
report, the burden upon them would be significantly increased and 
investigators would function as little more than gatherers of 
source materials. 

tion; - 

3. When Secretary Bentsen issued a press release stating that 
he had "instructed the matter be referred to the Office of 
Government Ethics for a thorough review, " was OGE concerned by the 
implication that OGE would be conducting the investigation, 
especially in contrast to Secretary Bentsen* s letter to Director 
Potts that simply requested an opinion regarding "any ethics or 
conflicts issues that may be raised"? If there was some concern 
raised, what steps were taken to address this implication? 

Answer : 

Yes, we were quite concerned because the press accounts 
immediately referred to OGE's role as an investigation. Our first 
information that the Secretary intended to request anything of this 
Office came in a telephone call from a Treasury ethics official to 
OGE*s Deputy Director just prior to media broadcast of the 
Secretary's announcement. Shortly thereafter on that same evening, 
a member of my staff had a very blunt telephone conversation with 
the Treasury ethics staff about that announcement. I then sent the 
letter from which you quoted to the Secretary about what role we 
could play. We also tried to stress our advisory role with every 
news reporter who called our Office. And finally, in our analysis 
letter to the Secretary we tried to very clearly set out our role 
again so that anyone who actually read the analysis would 
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understand it. As any person in the public eye knows, however, 
there is often considerable disparity between what actually occurs 
and how the media characterize it. 

Throughout the process of developing our analysis, in any 
telephone calls my staff received from individuals at the 
Department, we continually stressed our role as analyzer and not 
fact finder. We also tried to make it clear to the Department and 
to various attorneys representing individual employees that we were 
not triggering the formal procedures of Part 2638 of title 5, CFR . 
We again emphasized these points in our analysis. 

Question : 

4. Was OGE given a “deadline* or otherwise informed that its 
report was expected by a certain date? Did the Department of the 
Treasury communicate to OGE that its report was needed to prepare 
for the Senate Whitewater hearing? How much time elapsed between 
the delivery of the results of the Treasury investigation and the 
issuance of the OGE Report? 

Answer : 

OGE was certainly aware that the Secretary wished to have our 
analysis before he testified; this desire was clear from the status 
inquiries we received from the Department. We also knew from the 
investigators that the date the Secretary expected to testify was 
driving the timetable for the Treasury Inspector General and thus 
the RTC Inspector General. In view of the public interest and the 
individual reputations at stake, we endeavored to meet that 
deadline, provided we could do so without compromising the 
integrity of our analysis. We felt that, regardless of the results 
of our analysis, the analysis would contribute to a more informed 
understanding of the relevant issues. 

With regard to the time between the delivery of the Inspectors 
General report and our letter to Secretary Bentsen, we received 
their final report on July 29 and we delivered our final analysis 
to the Secretary on the 30th. We had, however, been given the 
transcripts of the interviews as they were completed and had seen 
the relevant documentary attachments prior to that time. From 
those materials, my Office put together a chronology and began the 
analysis. We also received drafts of the IGs * chronology as it was 
developed and we were able to cross-check those drafts against our 
own reading of the materials. For instance, when we thought the IG 
chronology might not have a correct date. we passed that 
information back to them with a reference to the source materials 
that made us think so. And, when the IGs* drafts made us believe 
we had an incorrect date, we went back and re-reviewed our 
materials. As the information on various individual contacts was 
complete, we also began drafting our analysis. Had we not done so. 


196 


The Honorable Charles T. Canady 
Page 12 

we could not have produced the final analysis within that one day. 
When we received the IGs ' final report, we were nearing completion 
of our final draft of the analysis. We checked our dates of 
contacts, edited out references to the RTC delegation of authority 
that did not appear as an attachment to the final report, and did 
one final in-depth review of our written analysis to ensure that it 
was as clear as it could be. The analysis was then delivered to 
the Secretary. 

X hope this information is of assistance to you. Please feel 
free to contact me or my staff if you have any additional 
Questions. 


Sincerely, 



'Stephen D. Potts 
Director 


Enclosures 


JLey/JL (god ) 

SP Whi tevater/Madison 


Read File 
Jan Papinchak 
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DEPARTMENT OF THE TREASURY 

waimimCTQn DC lOtXO 


JUN 27 1994 



MEMORANDUM FOR JEAN E. HANSON 
GENERAL COUNSEL 




FROM : 


ROBERT P- CESCA 
DEPUTY INSPECTOR 


General 


SUBJECT: 


Provision of Legal Advice and Services to OIC 


As you know, the Inspector General has been requested to carry 
out an investigation into communications between Treasury 
employees and White House staff concerning the collapse of 
Madison Guaranty Savings and Loan, and related matters. It is 
important that the Office of Counsel to the Inspector General, 
headed by rrancine Kerner, continue to provide independent legal 
advice and services during the course of the investigation. 

Given the nature of the inquiry, we have therefore agreed that 
Ms. Kerner and members of her staff will report solely to the 
Inspector General on any matters relating to the investigation. 
Neither Ms. Kerner nor her staff will communicate any information 
about the substance of this inquiry without specific 
authorization from the Inspector General. 

In addition, a separate job clement, concerning the provision of 
legal advice and services in connection with this specific 
investigation, will be added to Ms. Kerner's performance 
standards for rating periods July 1, 1993 through June 30, 1994, 
and July 1, 1994 through June 30, 1995. The determination on 
relative job significance and job element performance for this 
job element will be at the sole discretion of the Inspector 
Ceneral. Moreover, we have agreed that the overall rating of 
Ms. Kerner's performance in each of these rating periods will 
need to receive the concurrence of the Inspector General. 

By taking these steps, the agency will help allay any 
misperception that legal advice and services are being affected 
by people whose activities may be subject to review. Should you 
have any questions concerninq this arrangement, please feel free 
to call me directly. 


cc: Dennis I. Foreman 

rrancine J. Kerner 
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March 1. 1995 

To the President of the Senate and the 
Speaker of the House of Representatives 

This report presents the results of our review of the independence of legal 
services provided to Inspectors General (igs) appointed by the President 
under the Inspector General Act of 1978. as amended. The ig Act requires 
igs to audit and investigate their agencies’ programs and operations and 
authorizes them to select, appoint, and employ such officers and 
employees, including attorneys, as are necessary to carry out these duDes. 
Most presidentxally appointed igs initially obtained legal services 10 
support their work from their agencies’ Offices of General Counsel (occs). 
and five igs continue to do so. 

These arrangements have raised questions about whether attorneys 
located in an agency's ogc can provide the independent legal services 
necessary for an official who is statutorily required to independently 
review that agency’s programs and operations. As a result, the Congress 
required us to review the independence of legal services provided to 
presidential^ appointed igs in section 6007 of Public Law 103-055, the 
Federal Acquisition Streamlining Act of 1994. Specifically, our review 
compared the independence of legal services provided to igs by attorneys 
located in agencies’ ogcs with those provided by attorneys located in 
Offices of Inspector General (oigs). 

Results in Brief 

The ig Act of 1978, as amended, established oigs in departments and 
agencies to consolidate the audit and investigative functions of those 
departments and agencies in an independent office under the leadership of 
a senior official, the IG. The ig Act contains a number of provisions 
designed to ensure that igs carry out their responsibilities independently. 
For exampte, under the act, igs are not to report to those directly 
responsible for carrying out the programs and activities subject to audit 
and investigation, but rather to the agency head or, in the case of 
presidentially appointed igs, the official next in rank. In addition, with few 
exceptions, neither the agency heads nor subordinates are to prevent or 
prohibit igs from initiating, carrying out, or completing any audit or 
investigation. Thus, igs are to be insulated from the interference of senior 
officials, such as General Counsels. 
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Some igs and attorneys in the k; community believe that ic.s whose 
attorneys are organizationally located in iXics face the potential of 
receiving legal advice based on the positions of General Counsels or senior 
ogc officials and compromising their ownlfidependence on audits and 
investigations with significant legal content or implications. Twenty-two of 
the 27 ics we surveyed have eliminated the issue of the independence of 
the legal advice they receive and, by extension, their own independence by 
placing attorneys in their own offices. In addition, the igs have done so 
with increasing frequency over the last 5 years. Some igs changed the 
location of their attorneys because they were not able to resolve to their 
satisfaction specific problems with their arrangements with ogcs. Others 
did so because of a policy or personal preference for having their primary 
source of legal services located in the OIG rather than in their agencies' 

OGC. 


Five of the 27 igs in our survey obtain legal services from attorneys located 
in their agencies’ ogc. Three of the five — those at the Environmental 
Protection Agency (epa) and the Departments of Defense (dod) and Health 
and Human Services (hhs) — have implemented memoranda of 
understanding (mous) with their agencies’ General Counsels and are 
satisfied with their current arrangements. To alleviate the potential that 
their attorneys’ organizational location will adversely affect the 
independence of the advice the igs receive and erode their independence, 
the mous recognize the igs’ independence and their attorneys’ 
responsibilities and include requirements such as igs' concumng in the 
selection and appraisal of their principal legal advisors. The igs at the 
Federal Emergency Management Agency (fema) and the Department of the 
Treasury do not receive legal services from occ attorneys under the 
conditions that exist at the other three agencies. The fema ig is concerned 
about some aspects of the arrangement under which legal services are 
provided and plans to review the matter. The Treasury ig is not satisfied 
with her current arrangement and is discussing the matter with Treasury 
officials. 

Finally, we found that the number and grade levels of the attorneys 
providing legal services and the nature and scope of services provided 
vary from office to office and are not necessarily related to the 
organizational location of the attorneys. We also found that ics' attorneys, 
whether located in oc.cs or oigs, obtain services from other agency 
attorneys. Accordingly, our comparison of these characteristics for occ 
attorneys currently providing legal services to igs with oiG attorneys 
providing such services does not indicate that attorneys located in occs 
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are less able to provide independent legal services than ihose located in 
OIGS. 


Background 


Under the ig Act, OIGS are to provide agency _£eads and the Congress with 
independent assessments of the management and operation of agencies 
and their programs. 1 Specifically, the igs’ mission is to audit and 
investigate agency programs and operations with an eye toward 
(1) promoting economy, efficiency, and effectiveness and (2) detecting 
fraud, waste, and abuse. 

The IG Act provides igs with broad authority to hire employees with the 
knowledge and skills needed to make the requisite assessments. The act 
also grants igs significant discretion regarding matters of oig structure and 
composition. The igs initially obtained necessary audit and investigative 
expertise from the internal auditors and investigators transferred to the 
newiy established oigs and legal services from their agencies’ ogcs. Over 
the years, presidentially appointed igs have increasingly placed their 
primary source of legal services in their own offices, and only five still 
have principal legal advisors organizationally located in their agencies’ 
ogcs. 

During consideration of the bill that became the Federal Acquisition 
Streamlining Act of 1994, the Senate considered amending the IG Act to 
require presidentially appointed igs to place their attorneys in their own 
offices. Proponents raised concerns about the independence of legal 
advice provided to igs by OGC attorneys and argued that reliance on such 
attorneys compromises igs’ independence. Others argued that igs are best 
able to determine how to obtain legal services and, thus, opposed 
requiring igs to place attorneys in their offices. A compromise measure, 
which ultimately became section 6007 of the Federal Acquisition 
Streamlining Act of 1994, requires us to review the independence of legal 
services provided to igs appointed by the President under the ig Act 


Objectives, Scope, 
and Methodology 


Consistent with section 6007 of the Federal Acquisition Streamlining Act 
of 1994, the objectives of our work were to (1) review the independence of 
legal services being provided by OGC attorneys to igs appointed by the 
President under the ig Act and (2) compare the independence of these 
legal services to those provided in agencies where the ic’s principal source 


■The Congress had established an OIG a t the Department of Health, education, and Wellare in 1976 
following disclosures ol inadequacies in its internal audit and investigative procedures. The Congress 
also established an OIG in the Department of Energy when it was created in 1977. 
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of legal advice is located in the * »io. Appendix 1 identifies ihe 27 pigs 
included in our review.- 1 

We interviewed the five igs whose principal. legal advisors are located in 
their agencies' ogcs — those at dod, epa, fema, hhs. and Treasury — and 
seven of the igs whose principal legal advisors are located in oigs — ihosc 
at the United States Information Agency (usia) and the Departments of 
Education, Housing and Urban Development (hud), Interior, Labor, 
Transportation, and Veterans Affairs. 3 Our interviews focused on the role 
of the igs' attorneys and their working relationships with the agencies' 
ogcs, the extent of the igs’ control over the activities of their attorneys, 
and the framework in which legal services are provided. 

In addition, to determine whether there are differences between the ogc 
and oig attorneys currently providing legal services to igs that might 
suggest that those located in ogcs are less able than those located in oics 
to provide independent legal services, we used a questionnaire to gather 
information from all 27 igs on how igs obtam legal services as well as on 
the composition, supervision, and budgetary independence of the legal 
staffs providing services to igs; interviewed selected oig staff and igs' 
principal legal advisors; and compared the mechanisms through which 0C<. 
and oig attorneys provide legal services. Finally, we obtained information 
on the volume and nature of legal services provided to the igs over the last 
2 fiscal years and on the frequency and resolution of disagreements 
between the igs' attorneys and other agency attorneys during this period. 
We did not attempt to evaluate the quality of the legal services provided by 
either ogc or oig attorneys and therefore did not review legal products 
prepared for igs by either ogc or oig attorneys. 

Our work was performed in accordance with generally accepted 
government auditing standards from November 1994 through 
January 1995. 

We discussed our findings and recommendations with the igs at Treasury 
and fema and have incorporated their comments where appropriate. 


-This run* did not include IGs appointed by agency beads under the IG Act or the 1G at the Central 
Intelligence Agency (CLA). who is appointed by the President under the CIA's authorizing legislation 

'At the time of our review, the IG positions at the Departments of Defense and Interior were vacant 
and the IG at the Department of Transportation was on extended leave At l how departments. »e 
interviewed the Deputy IGs 
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Organizational 
Location of OGC 
Attorneys Gives Rise 
to Independence 
Concerns 


The General Counsel serves as an agency's chief legal official and. as such, 
advises rhe agency head and articulates ihe agency’s posihons on legal 
matters. The ig serves as an independent evaluator of the agency's 
programs and operations and reports on thee valuations to the agency 
head and the Congress. Occasionally, attorneys advising the agency head 
and those advising the ig may view legal issues differently. As a result, ihe 
ig's attorneys may be placed in the position of offering legal advice or 
preparing opinions that differ from those of senior ogc officials, including 
the General Counsel. When the differences cannot be resolved by the 
staffs, or by the General Counsel and ig themselves, the ig may elevate 
them to the agency head during the audit resolution process and require 
further legal assistance. 

Most of the officials we interviewed acknowledged the potential for igs 
whose attorneys are located in agencies’ oocs to receive legal advice based 
on the views of General Counsels or senior OGC officials and to 
compromise their own independence on audits and investigations for 
which legal services are significant . 4 These officials believe that actions 
taken by senior ogc officials or the attorneys’ own concerns about such 
matters as professional relationships or career advancement could make it 
difficult for OGC attorneys to provide independent legal advice to the ig. 
Further, we were told by some attorneys now located in oigs that when 
they were located in ogcs, they had felt pressure to conform their views to 
positions favored by senior ogc officials. At one of the agencies in our 
survey, we were told that ogc had once directed the ig’s attorney in wnting 
not to provide legal advice to the ig on a particular issue. At this agency, 
the ig’s legal advisors are now located in the oig. 

Most igs have eliminated concerns associated with their attorney’s 
organizational location by placing their, attorneys in the oigs. Three of the 
five igs with occ attorneys have implemented mous with their agencies’ 
General Counsels to alleviate the concerns associated with their attorneys’ 
organizational location. The remaining two igs do not receive legal 
services from ogc attorneys under the conditions existing at the other 
three agencies and are not satisfied with their arrangements. 


'Federal attorneys are subject to rules of professional responsibility adopted by the states in which 
they are admitted to practice Some attorneys we interviewed specifically referred to such rules in 
explaining that, wherever located, they would base their advice to the IG on their independent 
professional judgment rather than on the position favored by the organizational unit in which they 
were located 
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IGs Have Increasingly 
Used Authority Under 
the IG Act to Place 
Their Attorneys in 
OIGs 


The ig Act specifically authorizes ios to select, appoint, and employ such 
officers and employees as may be necessary for carrying out rheir 
functions, powers, and dunes. According to the legislative history, the act 
provides such explicit authority because of th*»possibility that agencies 
might deny igs the authority to hire nfeeded staff in order to hamper their 
operations. The legislative history also clearly indicates that this broad 
hiring authority applies to attorneys. Accordingly, igs may obtain legal 
services from OGC attorneys or from attorneys located in their own offices 
at their discretion. 


Our survey reveals a steady trend over the past decade toward igs 
obtaining legal services from attorneys located in their own offices. As 
illustrated in appendix II, 33 percent of established OIGs obtained legal 
services from attorneys located within the oiG in 1985, 58 percent in 1990, 
and 81 percent— or 22 of 27 — in 1994. 


As illustrated in appendix III, the trend results from existing igs changing 
the location of their attorneys as well as from new igs placing their 
attorneys in their own offices. Of the nine igs whose attorneys were 
located in ogcs in 1980, six have changed the location of their attorneys 
since 1990. In addition, of the five igs whose offices were established 
between 1990 and 1994, all but fema placed attorneys in their offices 
within their first year of operation. 


We interviewed the igs at Education, hud. Interior, Labor, Transportation, 
usia, and Veterans Affairs. At four of these seven agencies — Education, 
Labor, Transportation, and usia — the igs changed the organizational 
location of their primary source of legal services from OGC to the oiG 
because of specific unsatisfactory expenences with their OGC 
arrangements. The igs were not confident that OGC attorneys could provide 
independent advice consistent with their needs. At Interior, the attorneys 
providing legal services to the ig were relocated to the oig at the request of 
the Solicitor who believed for management reasons that attorneys 
providing legal services exclusively to the oig should be located in that 
office. Finally, newly appointed igs at HUD and Veterans Affairs placed 
their attorneys in the oig in order to satisfy policy objectives or personal 
preferences. These igs are satisfied with the arrangements under which 
they ohtain legal services. 
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Tliree igs who obtain legal services from occ attorneys — those at i»'n. Et*v. 
and tins — have implemented Mot's to alleviate the potential that theu* 
anomeys' location will limit the independence of the advice they receive 
and affect their own independence. The three igs are satisfied with thetr 
current arrangements. These MOLs assert the independence of the on*, and 
address the specific conditions from whiclTthe potential effects on 
independence arise. They address personnel management responsibilities 
including the selection and appraisal of attorneys, the protection of 
sensitive information, and the provision of legal advice. 

With respect to personnel, the three mous require the General Counsel to 
establish a separate division within ogc so that attorneys providing legal 
services to the ig do not also provide legal services to other agency 
components. Several officials emphasized the importance of placing the ig 
Division physically in or near the oig rather than in ogc.' To varying 
degrees, they also require ig concurrence in the selection of the legal staff 
and prohibit the transfer, reassignment, assignment of additional duties to. 
or termination of such staff without ig concurrence. The three MOl's also 
provide for tG involvement in performance appraisals. Under the hh$ mou. 
the General Counsel is to seek the ig’s views on the principal legal 
advisor’s annual performance evaluation and bonus. The doo and epa mous 
provide that the principal legal advisor is to be evaluated by the General 
Counsel with the concurrence of the ig. 

The igs at dod, epa, and hhs and their attorneys explained how the mous 
have been implemented. Each agency’s OGC has a separate division 
comprised of attorneys who provide legal services exclusively to the ig as 
reflected, to varying degrees, in the position descriptions of the igs’ 
principal legal advisors. The igs at the three agencies also participate in 
the selection and appraisal of their attorneys, consis r e~.t with the 
provisions of their respective mous. For example, the dod ig and General 
Counsel jointly selected the tG’s current principal legal advisor, and the hhs 
(G provides the General Counsel with an annual written appraisal of the 
principal legal advisor’s performance . 6 

With respect to sensitive information, the mous in effect at the three 
agencies authorize the igs to limit their communication about particular 


Three of the Five IGs 
With OGC Attorneys 
Have Taken Steps to 
Alleviate Concerns 
Associated With Their 
Attorneys* Location 


'The OGC anomeys providing legal services to the IGs at DOD and HHS are located with the OIG 
father than with OGC Due to spare constraints, the EPA attorneys who provide legal sen ices to the 
IG are located neither with the OIG nor with most of their OGC colleagues 

The OIGs' principal legal advisors are generally responsible for appraising the performance of their 
su/f anomeys and have done so without any interference by senior officials m OGC 
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matters to their ogc attorneys where broader communication would 
undermine or impair rhetr function. The ogc attorneys providing legal 
services to the ic are not to communicate any information received from 
the oig about such matters without specific authorization from the ig. 

Finally, the mocs in effect at dod, epa. and hhs contain provisions 
addressing the relationship between the igs and their attorneys and the 
General Counsels and their staffs. The three mocs provide for the igs* 
attorneys to seek the expertise of other attorneys who may be 
knowledgeable about particular agency programs and activities. The mois 
also contemplate that the igs may disagree with opinions of the General 
Counsels and that, if requested, the ics' attorneys will provide assistance 
to the igs under such circumstances. While the mocs specify procedures 
for the resolution of certain differences between the igs' attorneys and 
other attorneys, they do not bind either the igs or their attorneys 10 ogc's 
views. 

For example, the MOl' in effect at hhs provides that the 1G is free to 
disregard the General Counsel's advice and that legal opinions provided by 
the ig’s attorneys that conflict with the legal positions of the Department 
are to state that they are solely the positions of the ig Division. The DOD 
mou states that if the ig disagrees with the General Counsel’s legal opinion 
and requires assistance from the ig’s attorney, the attorney may provide 
whatever legal assistance the ig requires to carry out IG responsibilities . 7 
Echoing the mou, the position description for the dod ig’s principal legal 
advisor states that the attorney is to provide legal advice through the ig to 
the most senior dod officials on any aspect of the ig’s authority or 
activities and on dod's programs and operations. While high-level 
disagreements are infrequent, the ogc attorneys for the three igs explained 
that they have disagreed with their ogc colleagues and advised the igs 
accordingly. 

Like the igs whose principal legal advisors are in their own offices, the igs 
at dod, epa, and hhs are satisfied with their current arrangements. They 
believe that these arrangements facilitate necessary communication with 
ogc as well as the resolution of audit findings and do not believe that the 
advice they receive is affected by their advisors’ organizational location. 
They also emphasized that they would exercise their authority under the ig 
Act to place their attorneys within the oig if the independence of the legal 
services they receive became suspect or if they otherwise became 
dissatisfied. 


r The HHS and EPA MOU* contain nearly identical provisions 
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Two IGs Are 
Concerned About 
OGC Arrangements 


The u;s at n»u and Treasury do not obtain legal services from ogc 
attorneys under the conditions that exist at doo, epa. and hhs. In 1984, the 
then nonstatutory ig and General Counsel of fema signed an MOL' similar to 
those currently in effect at DOD, efa, and hh«c However, this mol 1 was not 
implemented. The position description for the ig's current principal legal 
advisor, a GS- 1 4 attorney, includes providing assistance to the IG as only 
one of a myriad of duties to be performed in support of fema’s activities. 
Moreover, the attorney’s performance plan characterizes the duties in 
support of the ig — serving as ogc’s liaison and central clearing point for 
otG matters — as ■‘noncritical.'' Consistent with the position description, the 
attorney provides limited services to the IG. Accordingly, otG stalf regularly 
obtain legal services from program attorneys. The current IG told us that 
he is dissatisfied with this arrangement He told us that he would consider 
hiring an oig attorney, particularly to provide experienced legal support to 
OiG investigators, if a GS-15 level position were vacant In addition, he 
plans to discuss with the General Counsel an mou that would ensure that 
dedicated attorneys are available to meet his needs and that appropriate 
safeguards to independence are in place. 

While the ogc attorneys from whom the Treasury ig obtains legal services 
are dedicated exclusively to the IG and are physically located near the OIG, 
there is no mou in effect to address concerns associated with the attorneys' 
organizational location. Further, the position description for the ig's 
principal legal advisor, which predates the establishment of a statutory ig 
at Treasury, contains language suggesting that the independence of the 
legal services provided to the IG could be limited. The IG believes that her 
selection and appraisal of a principal legal advisor are essential elements 
of a satisfactory arrangement. She is dissatisfied with the current 
arrangement. The Treasury ig told us that she and the General Counsel 
have agreed on the outlines of an mou and will continue to discuss the 
matter. 


Government Auditing 
Standards Allow 
Different Approaches 
for Obtaining Legal 
Services 


The professional standards applicable to igs do not require them to select 
one method of obtaining legal services over another and do not preclude 
different arrangements that reflect igs* preferences. Government Auditing 
Standards 8 require auditors and audit organizations to be independent and 
to maintain an independent attitude and appearance so that opinions, 
conclusions, judgments, and recommendations will be impartial and will 
be viewed as such by third parties. To this end, they also require auditors 


“The IG An requires IGs <o comply with Government Auditing Standards in canyirf out their dunes 
and responsibilities 
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to evaluate whether evidence is sufficient, competent, and relevant to 
afford a reasonable basis for findings and conclusions. An auditor's 
approach to determining the sufficiency, competence, and relevance of 
evidence depends on the source of that evidence. In considering whether 
to rely on an attorney s work, an auditor considers the attorney’s 
qualifications and independence, both personal and organizational. 

Twenty-five of the 27 ics in our survey currently obtain legal services in 
the manner they prefer. Having their primary source of legal services in 
the oig helps to provide 22 igs with confidence that their reliance on the 
legal advice they receive will not compromise their independence. The 
requirements and conditions contained in the mous at dod, epa, and hhs 
help to provide those igs with similar confidence. In the final analysis, the 
igs, under governing standards, must determine whether to rely on the 
legal advice they receive. 


Composition and 
Duties of Legal Staffs 
Vary From Office to 
Office 


During our review, we gathered information on the composition and duties 
of the legal staffs currently providing services to igs to determine whether 
those located in OGCs differ as a group from those located in oigs. As 
shown in appendix IV, the size of legal staffs supporting igs. both in 
isolation and in comparison to total oig staff, bears no relation to the 
location of the attorneys. The size of legal staffs varies from 1 to 19 
attorneys. The median number of attorneys providing services to igs is 
three. The ratio of attorneys to total oig staff also varies widely, with no 
widespread correlation between the ratio and the location of the ig’s 
attorneys. Likewise, we found that there is no distinguishable difference 
between the grade levels of principal legal advisors located in occs and 
those in the oigs. In the five agencies at which OGC attorneys provide legal 
services to the oig, three (60 percent) of the principal legal advisors are in 
the Senior Executive Service, one is a GS-15, and one is a GS-14. In the 22 
agencies where oig attorneys provide such services, 15 of the principal 
legal advisors (68 percent) are in the Senior Executive Service and 7 are 
GS-I5s. The grade levels of the ogc and oig staff attorneys are also mixed. 
Appendix V contains data on the grades of the legal staffs providing 
services to igs. 


We also found that the nature and scope of the legal services provided to 
the igs vary from office to office and are not necessarily related to the 
location of the attorneys. We found that igs routinely ask their attorneys to 
interpret federal laws and regulations and to advise OIG staff on issues 
arising during audits and investigations. In agencies with programs that 
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are paracularly susceptible to fraud, the igs are more likely to also ask 
their attorneys to prepare subpoenas, assist Assistant United States 
Attorneys wuh criminal litigation, and help negotiate settlements. 
Regardless of attorney location, igs and theie-ettomeys recognize that they 
may benefit from the assistance of other agency attorneys with expertise 
in particular programs. In fact, some igs with 01G attorneys have formal 
agreements with their agencies* General Counsels that provide for such 
assistance. While igs' attorneys and other agency attorneys generally enjoy 
cooperative relationships, differences of opinion occasionally anse. 
However, igs reported few differences between igs’ attorneys, wherever 
located, and senior agency attorneys during the past 2 fiscal years. 
Differences between attorneys were usually resolved at the staff level. 
Further, several igs told us that compliance issues often arose during the 
audit resolution process not as differences between lawyers but as 
disputes between the igs and program officials over particular facts or the 
application of such facts to governing law. 

The way in which igs use attorneys, wherever located, appears largely to 
reflect the personalities and preferences of the individual igs. For 
example, several igs use their principal legal advisors as counselors on 
policy and management issues. Although most of the igs who emphasized 
this role during our interviews obtain legal services from oig attorneys, 
some igs’ OGC attorneys also serve in this role to some degree. Further, two 
igs explained circumstances in which oig staff who were attorneys, but not 
part of the legal staff, provided some legal services. Another ig whose 
principal legal advisor is in the oig even suggested that as long as an ig has 
someone in the OIG qualified to provide legal advice and counsel, 
particularly on sensitive matters, the organizational location of the 
attorneys who provide routine legal services to oig staff is itself of little 
consequence. 

Conclusions 

There is concern that igs whose attorneys are organizationally located in 
agencies' ogcs will not always receive independent legal advice and that 
their own independence will be compromised as a result- Twenty-two of 
the 27 igs in our survey have eliminated the issues associated with their 
attorneys' organizational location by placing attorneys in their own offices 
under the authority of the ig Act Three of the five igs who obtain legal 
services from OGC attorneys have implemented mous, which include 
requirements for ig concurrence in the selection and appraisal of their 
principal legal advisors, to alleviate the potential that their attorneys’ 
location will adversely affect the independence of the advice the igs 
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receive and erode iheir independence. The igs a t fema and Treasury do not 
obtain legal services from OGC attorneys under (he conditions that exist at 
DOD. epa. and HHS. 

In addition, we found no evidence from whicj^to conclude that the 
composition and duties of the legal staffs providing services to the 27 ics 
a/e significantly different based on their organizational location. We also 
found that the composition and duties of the ics’ legal staffs largely reflect 
the preferences of individual ics. Accordingly, our comparison of the 
composition and duties of occ attorneys advising ics and OIG attorneys 
does not indicate that attorneys located in ogcs are less able than those 
located in oigs to provide independent legal services to tGS. 


Recommendations To ensure ^ at £ ^ e ICS 31 Treasury receive independent legal 

services, we recommend that they either locate their principal legal 
advisors within their offices or implement mous with their agencies' 
General Counsels containing, at a minimum, the requirements and 
conditions, including participation in the selection and appraisal of the 
principal legal advisor, in the MOts in effect at DOD, epa, and hhs. 


We are sending copies of this report to the Chairmen and Ranking 
Minority Members of the Senate Committee on Governmental Affairs and 
the House Committee on Government Reform and Oversight Copies are 
also being provided to Senator Charles Grassley, the Director of the Office 
of Management and Budget the Inspectors General of the agencies 
included in our review, and other interested parties. 

This report was prepared under the direction of Jeffrey A Jacobson, 
Assistant General Counsel, who may be reached on (202)512-8261. Matjor 
contributors to this report are listed in appendix VI. 



Comptroller General 
of the United States 
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Appendix VI 
Major Contributors to 
This Report 


Abbreviations 

aid Agency for International Development 

cia Central Intelligence Agency 

cncs Corporation for National and Community Service 

dod Department of Defense 

epa Environmental Protection Agency 

fema Federal Emergency Management Agency 

fdic Federal Deposit Insurance Corporation 

FTE full-time equivalent 

cao General Accounting Office 

gsa General Services Administration 

hhs Department of Health and Human Services 

HUD Department of Housing and Urban Development 

ig Inspector General 

mou memorandum of understanding 

nasa National Aeronautics and Space Administration 

hrc Nuclear Regulatory Commission 

OGC Office of General Counsel 

oig Office of Inspector General 

opm Office of Personnel Management 

rtc Resolution Trust Corporation 

SBa Small Business Administration 

ses senior executive service 

usia United Stares Information Agency 
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Appen dix 1 

OIGs Included in GAO’s Review 


Agency for Intemaoonai Development 
Corporation for National and Community Service 
Department of Agriculture 

Department of Commerce 

Department of Defense 

Department of Education 

Department of Energy 

Department of Health and Human Services 

Department of Housing and Urban Development 

Department of the Interior 

Department of Justice 

Department of Labor 

Department of State 

Department of Transportation 

Department of the Treasury 

Department of Veterans Affairs 

Environmental Protection Agency 

Federal Deposit Insurance Corporation 

Federal Emergency Management Agency 

General Services Administration 

National Space and AeronauDcs Administration 

Nuclear Regulatory Commission 

Office of Personnel Management 

Railroad Retirement Board 

Resolution Trust Corporation 

Small Business Administration 

United States Information Agency 
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App'MwhxJl _ 

Percentage of IGs With OIG Attorneys 
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Api'i'tullX III 

Calendar Years in Which IGs Were First 
Appointed and OIGs First Employed 
Attorneys 


Agency 1977 1978 

1979 

1980 

1981 

1982 

1983 

1984 

1985 

1988 

1987 

1988 1989 1990 

1991 

1992 

1993 

1994 

HHS 







: 

3 

o 

COO 

c 

; 



Energy 0 

O 

O 













Agriculture 

: 














Commerce 















EPA 

e 

• 

• 


: 

o 

o 

0 

o 

0 0 0 

o 

2 

; 


GSA 















HUD 

: 

: 

: 

- 

: 

o 

o 

0 

0 

o 

o 

o 

o 

0 

r 

a 

Interior 

0 

o 

o 

o 

o 

o 

0 

o 

o 

o L ~o-‘ u O 

o 

0 

a 

• 

Labor 


: 

; 

c 

c 

c 

o 

0 

o 

0 0 • 

• 

• 

e 

a 

NASA 

o 














SBA 















Transportation 

o 

c 

o 

0 

o 

o 

o 

o 

o 

o 

6 ' 

o 

o 

0 

o 

a 

Veterans Affairs 


: 

: 


r 

o 

o 

o 

o 

O 0 • 

• 

a 

e 

a 

Education 


0 

0 

o 

o 

o 

o 

o 

o 

o / r <» • 

• 

• 

• 

• 

AID 





? 

0 

c 








Stale 



o 

o 

0 

o 

o 

o 
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• 

• 

• 

• 

DOO 





: 

3 

0 

o 

o 

O 

O 

o 

0 

0 

0 
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Rairoad Retirement Board 







o 

o 
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USIA 









o 
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o 

0 
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a 

FDIC 










• ■ 

• 

• 

• 

a 

NRC 










0 o 

e 

a 

a 

a 

Treasury 










•‘.■vo 

' o 

0 

0 

0 

FEMA 










o 

0 

0 . 

0 

c 

Justice 
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• 
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• 

OPM 










o 
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• 

• 

a 

RTC 











• 
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Legend 

? * Veers OGC attorneys provided legal services to the tG 
• » Veers OlG attorneys provided legal services to the IG 


Note The Foreign Service Aci o( i960 established an Inspector General o< the Department ol 
State and the Foreign Service The Foreign Relations Authorization Act lor Fiscal Yeats 1906 and 
1967 amended the tG Act to bring the Department under the act. One year later, the position ol 
inspector General ol the Department ol State and the Foreign Service was abolished 
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X ppeiultx IV 

Comparison of Attorney and Total OIG Staff 
as of September 30, 1994 


Agency 

Aft or nay 
location 

Number of 
attorneys 

Total OIG 
stall* 

Agency for International Development 

OiG* — 

3 

245 

Corporation lor National and Community 
Service 

OIG 

1 

11 

Department of Agriculture 

OIG 

2 

821 

Department of Commerce 

OIG 

7 

189 

Department ol Defense 

OGC 

7 

1569 

Department of Education 

OIG 

3 

344 

Department of Energy 

OIG 

2 

358 

Department of Health and Human Services 

OGC 

19° 

1252 

Department of Housing and Urban 
Development 

OIG 

2 

484 

Department of the Interior 

OIG 

2 

303 

Department of Justice 

OIG 

3 

331 

Department of Labor 

OIG 

5= 

475 

Department of State 

OIG 

5 

261 

Department of Transportation 

OIG 

1° 

461 

Department of the Treasury 

OGC 

4* 

292 

Department of Veterans Affairs 

OIG 

3 

397 

Environmental Protection Agency 

OGC 

4 

435 

Federal Deposit Insurance Corporation 

OIG 

3 

190 

Federal Emergency Management Agency 

OGC 

1 

53 

General Services Administration 

OIG 

7 

387 

National Aeronautics and Space 
Administration 

OIG 

2 

192 

Nuclear Regulatory Commission 

OIG 

2 

46 

Office of Personnel Management 

OIG 

2 

113 

Railroad Retirement 8oard 

OIG 

1 

92 

Resolution Trust Corporation 

OIG 

5 

285 

Small Business Administration 

OIG 

2 e 

96 

United States Information Agency 

OIG 

1 

53 


(TaOJ« noirj on nexi pag«> 
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Grade Levels ol Attorneys Proviuing Legal 
Services to IGs as of September 30, 1994 




Attorney Grades 

Agency 

Attorney 

location 

SES 

GS-15s 

GS-14 and 
below 

Agency for international Development 

OIG 

1 

1 


Corporation lor National and Community 
Service 

OiG 


1 


Department of Agriculture 

OlG 


1 


Department of Commerce 

OiG 

1 

1 

5 

Department of Defense 

OGC 

1 

6 


Department of Education 

OIG 


1 

2 

Department ol Energy 

OlG 

1 



Department of Health and Humcn Services 

OGC* 

2 

S 


Department of Housing and Urban 
Development 

OlG 

1 

1 


Department of Interior 

OlG 

1 

1 


Department of Justice 

OlG 

1 

1 


Department of Labor 

OlG 

1* 

2 

2 

Department of State 

OlG 

1 

2 

2 

Department of Transportation 4 

OlG 

1 



Department of the Treasury 

OGC 


2 

2* 

Department of Veterans Affairs 

OlG 

1 

1 

i 

Environmental Protection Agency 

OGC 

1 

1 

2 

Federal Deposit insurance Corporation 

OIG 

t 

1 

t 

Federal Emergency Management Agency 

OGC 



l 

General Services Administration 

OlG 

1 

2 

t 

National Aeronautics and Space 
Administration 

OIG 


1 

i 

Nuclear Regulatory Commission 

OIG 

1* 


i 

Office ot Personnel Management 

OIG 


1 

1 

Railroad Retirement Board 

OIG 


1 


Resolution Trust Corporation 

OIG 

1 

1 

3 

Small Business Administration 

OIG 

1 e 


1 

United States Information Agency 

OIG 


1 


Totals 


19 

35 

45 


(Tab*e notes on next page) 
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Append!* V 

Grade LeveLs of Allurn*)* Providing Leeat 
Service* in IG* a* of September 10. 1994 


*0ne additional GS-tS and three additional GS-14 attorneys are employed m QtG $ Otfice ol C>««< 
Fraud and Administrative Adjudication 

"Three attorneys are part time and one was on extended maternity leave 

c ln addition to providing tegat services to tne iGs at me Department of Laoor and the Small 
Business Administration these SES-ievet attorneys have OtG management responsibilities 

®The IG at the Department of Transportation hired an attorney on October 1 7 1994 

•Both ot these atiorneys are part time 

This position is eqiavalem to an SES position and is classified as a 'Senior Level System* position 
wnthm the Nuclear Regulatory Commission 
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000111 

Talking points for Roger Altman: informational meeting with 
Mack McLarty 2/2/94 


o RTC has been requested by eight Republican Senators and 
Congressman, including Dole and Michel, to seek tolling 
agreement* from President and Mrs. Clinton, the McDougals, David 
Hale, Jim Guy Tucker, Seth Ward and the Rose law firm, relating 
to Madison Guaranty. 

o Under the RTC Completion Act, the statute of limitations 
has been extended to five years. The extension is retroactive 
for claims involving fraud or intentional misconduct resulting in 
unjust enrichment or substantial lose to the institution. 

o The retroactive five-year extension relating to Madiaon 
Guaranty will expire on February 28, 1994. 

o The only claims that could still exist as a result of the 
five year retroactive extension are those relating to fraud or 
intentional misconduct. All other claims, including any based on 
negligence or gross negligence, have lapsed. 

o If any claim relating to fraud or intentional misconduct 
does exist, the RTC has three choices: (1) allow the claim to 

lapse on 2/28/94; (2) commence litigation to preserve it; or (3) 
enter into a tolling agreement with the relevant party to extend 
the statute of limitations, giving the RTC additional time to 
investigate and determine whether to commence litigation. 

o The RTC can enter into a tolling agreement only if the 
other party agrees. 

o There must be a basis to bring a lawsuit; frivolous 
claims will be dismissed and can subject the attorneys bringing 
the suit to sanctions by the court. 

o The RTC is currently reviewing the Madison Guaranty 
situation to determine if any claims exist under the Completion 
Act. (See 2/1/94 letter to Dole.) 

o If it is decided that any claim does exist, the RTC will 
have to determine which of the three alternatives to chooae. 

o The work is being supervised by Ellen Kulka, the new 
General Counsel, and by Jack Ryan, the new interim Deputy C.E.O. 

o It is not certain when the analysis will be completed, but 
it will be before February 28. 

o I have decided that I will recuse myself from the 
decision making process, as interim C.E.O. of the RTC, because of 
my relationship with the President and Mrs. Clinton. 
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1ST STORY of Level 1 printed in FULL format 

Copyright 1994 The Times Minor Company 
Los Angeles Times 

July 30, 1994, Saturday, Home Edition 
SECTION: Part A; Page 20; Column 1; National Desk 
LENGTH: 1315 words 

HEADLINE: ALTMAN LIED ABOUT PROBE CONTACTS, GOP SENATORS SAY; 

WHITEWATER: ATTACKS CONFIRM THEY WILL FOCUS BULK OF FIRE AT HEARINGS AT TREASURY 
AIDE THEY ALLEGE THAT HE GAVE WHITE HOUSE CONFIDENTIAL INFORMATION. 

BYLINE: By MICHAEL ROSS and SARA FRITZ, TIMES STAFF WRITERS 

DATELINE: WASHINGTON 

BODY: 

Deputy Treasury Secretary Roger Altman "deliberately lied" to Congress about 
the nature and extent of information he gave to the White House on the federal 
investigation of a failed Arkansas savings and loan with ties to President 
Clinton, several Republican senators charged Friday. 

As the Senate Banking, Housing and Urban Affairs Committee opened its 
hearings into the Whitewater controversy, GOP lawmakers quickly confirmed that 
they intend to direct most of their fire at Altman because of questions that 
have arisen about his role in a series of controversial contacts between White 
House officials and federal regulators looking into the failure of Madison 
Guaranty Savings & Loan. 

From critical comments -- even by several Democrats on the panel -- it also 
became clear that the Administration is in for a much rougher time during the 
Senate hearings than it has experienced so far in the House, where parallel 
hearings took place this week. 

Altman, a close personal friend of Clinton since their college days, "has 
become the eye of the storm," said Sen. Connie Mack (R-Fla.). 

Although the White House has vowed to stand behind Altman, speculation was 
growing among lawmakers that his career may not be able to withstand many more 
questions about his involvement in Whitewater-related matters. 

The latest allegation - that he provided confidential information about the 
status of the investigation to the White House at a crucial time during an 
inquiry by the Resolution Trust Corp. - could be particularly damaging, they 
added. 

Altman was swept into the center of the controversy earlier this month when 
discrepancies emerged between his earlier testimony before the Senate panel and 
sworn statements since given to investigators by one of his senior aides. 

Treasury Department Counsel Jean Hanson. 

Contradicting Altman’s earlier assertions that he did not learn of the 
contacts until March of this year, Hanson said that Altman had instructed her 
the previous September to keep White House officials informed about the RTC 
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inquiry into allegations that Madison Guaranty funds had been illegally diverted 
both to Clinton’s 1985 Arkansas gubernatorial campaign and to the Whitewater 
Development Corp., an Ozarks real estate project. 

Clinton and his wife, Hillary Rodham Clinton, were partners with Madison 
Guaranty owner James B. McDougal in the 1970s resort development. 

More than 20 meetings and phone conversations took place between Hanson and 
other regulators and White House officials during a six-month period ending in 
February. The congressional panels are interested in the meetings because of 
suggestions that the White House might have sought to interfere with the RTC 
investigation or to obtain confidential information about it. 

In testimony before the House Banking, Finance and Urban Affairs Committee 
this week. White House Counsel Lloyd N. Cutler and the 10 former and current 
White House aides who participated in the contacts all denied that 
Administration officials had sought to impede the investigation and said that 
the only information they received from the regulators could have been obtained 
from news reports. 

Cutler said that the contacts violated no ethics rules because their only 
purpose was to help the White House prepare for queries from reporters as the 
Whitewater story was unfolding. 

But as the Senate hearings began. Sen. Alfonse M. D’Amato (R-N.Y.) said that 
the committee had taken a deposition from a senior White House aide who 
testified that Altman had provided him and other officials at a Feb. 2 meeting 
with a key piece of confidential information that had not appeared in news 
accounts. 

Citing a deposition by White House Deputy Chief of Staff Harold M. Ickes as 
his source, D’Amato said that Altman had told a White House meeting that the RTC 
would not be able to complete its Madison Guaranty inquiry before the expiration 
of a deadline for filing civil claims at the end of February. 

Had Congress not later extended the deadline to the end of 1995, White House 
knowledge that the RTC was not prepared to file suit could have undermined the 
case by removing any incentive for the Clintons to cooperate with federal 
investigators until after the statute of limitations for civil complaints had 
expired, D’Amato contended. 

"This evidence makes it clear that Mr. Altman deliberately lied to Congress 
regarding the Feb. 2 White House meeting," he charged. 

Reacting to D’Amato’s charges, Altman issued a brief statement denying that 
he had given Ickes or any other officials at the meeting any information about 
the status of the RTC investigation. 

"Sen. D’Amato’s statement today is simply incorrect. I did not have any such 
information. No information of any kind was provided on the status of the 
investigation," Altman said. 

A senior Treasury Department official added that, while he had not seen 
Ickes’ deposition, the "most accurate" account of what transpired at the Feb. 2 
meeting was the one that Cutler gave to the House committee on Tuesday. In 
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that account, Cutler reaffirmed what Altman said about the meeting when he first 
testified before the Senate committee on Feb. 24. 

The meeting. Cutler said, was requested by Altman solely to give White House 
officials "the same information related to the statute of limitations issue that 
the RTC had been providing to the Congress and the press.” It was purely a 
procedural briefing that did not discuss either the status or "the substance or 
merits of the Madison (Guaranty) matter," he added. 

Other officials also noted that at that time the Administration also 
supported the extension of the statute of limitations, which affected not only 
the Madison Guaranty case but hundreds of other civil cases that the government 
was pursuing against failed S&Ls. 

But other GOP senators joined D’ Amato in insisting that the lekes deposition 
- which has not been made public but from which they cited excerpts ** proves 
that Altman misled them when he testified in late February. 

lekes, they said, quoting from the deposition, asked Altman about "the 
progress of the inquiry being conducted by the RTC." Altman answered, according 
to the excerpts, that it was "going to take a longer period of time to conclude" 
and that it was "unlikely that the investigation could be completed and a 
recommendation made by the general counsel prior to the expiration of the 
statute of limitations." 

Altman, who is scheduled to testify at the Senate hearings Tuesday, will 
"have a lot of explaining to do," conceded a Democratic committee aide. 

Several Democratic senators, while saying that Altman should be given a 
chance to explain himself before he is publicly accused, admitted to serious 
doubts about some of the contacts in which Altman was involved. 

"Although it appears no criminal violations have occurred, I am deeply 
troubled by the conduct of some of the Administration aides," said Sen. Richard 
H. Bryan (D-Nev.), a member of the Senate banking panel who also chairs the 
Senate Ethics Committee. 

While D’Amato’s charges highlighted the opening of the Senate hearings, the 
lawmakers spent most of the day reviewing the investigation of Whitewater 
special counsel Robert B. Fiske Jr. into the death of White House Deputy Counsel 
Vincent Foster last June. 

Because he was working on Whitewater-related matters at the time, Foster’s 
death precipitated controversy — as well as a host of conspiracy theories. But 
both Republicans and Democrats on the committee declared their support for 
Fiske’s conclusion that Foster committed suicide as a result of depression 
unrelated to the Whitewater controversy. 

Under questioning from the committee, federal investigators from both the FBI 
and the U.S. Park Police said they had found no evidence that the death of 
Foster, who was found in a public park with a gun still in his hand, was 
anything but a suicide. 
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ARKANSAS DEVELOPMENT FINANCE AUTHORITY 
Bond Underwriters, Bond Counsel & Special Tax Counsel 


AUTHORITY'S COUNSEL ( BC ) 

^ NS£L fTCl 



SINGLE FAMILY MORTGAGE REVENUE BONDS : 


ISSUE 

L978A |15/000,000 E.F. Hutton & Company \ Inc . 

Stephens Inc. ; 

T.J. Raney & Sons] Incorporated 

1979A 75,000,000 E.F. Hutton & Company Inc. 

(FHA/VA) Stephens Inc. 

T.J. Raney & Sons, Incorporated 

I 

1979A LOO, 000, 000 E.F. Hutton & Company 'Inc. 
(Conventional) Stephens Inc. j \ 

T.J. Raney & Sons „ Incorporated 
Merrill Lynch White Wela Capital 
Markers Gmun 1 ' 

1980A lil0,000,000 E.F. Hutton & Company Inc. 

( FHA/VA ) | Stephens Inc. 

T.J. Raney & Sons, Incorporated 


BC: Rose, 

Williamson^ Carroll, 
Clay & Giroir 

BC: Rose, Nash, 

Williamson, Carroll, 
Clay & Giroir 

BC : Rose, Nash, — j 

Williamson^ Carroll, 
Clay & Giroir 


BC : Rose Law Firm 


I 


1982A 100 ,#00 , 000 E.F. Hutton & Company Inc. 

( FHA/VA ) I / Stephens Inc. 

T.J. Raney & Sons, Incorporated 


1983A 


1983B 


26,365,000 Blyth Eastman Paine Webber 
Georce K. Baum & Company 
Collins, Locke & Lasater 
T.J. Raney & Sons, Incorporated 

Blyt-h Eastman Paine Webber 
Qeorge K. Baum & Company 
1<1 ins , Locke & Lasater 
^JXRaney & Sons, Incorporated 

Bly^li Eastman Paine Webber 
The First Boston Corporation 
Prudential Baclie Securities 
George K. Baum VsCompany 
Lasater & Company 
T.J. Raney & So'ns, Incorporated 
Stephens, Incorporated 



BC : Friday, Eldredge 

& Clark \ 


BC : Wright, Lincsey 5 

Jennings 
--Webster & Sheffield 



BC: Wright*, I/indsey & 

Jennings \ 

TC: Webster & Sheffield 


\ 


1983C 83,500,000 


\ 


BC : Wright,/ Lindsey i 

Jennings 

TC: Webster & Sheffield 
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1983D 


1984A 


1985A 


1985 


1984A1 


1987A 


1987B 


40,135,000 Blyth Eastman Paine Webber 

The First Boston Corporation 
Prudential Bache Securities 
George K. Baum & Company 
Lasater & Company 

T.J. "Haney & SOrtST incorporated 

Stephens, Incorporated 

104,000, 000 PaineWebber Incorporated 

Chase Manhattan Ca pit al Markets 


TC: 


Lazard Freres & Company 
George K. Baum & lompany 
Lasater & Company 
T.J. Raney & Sons, Incorporated 
Stephens, Incorporated 

175,000,000 PaineWebber Incorporated 
Citicorp Investment Bank 
Merrill Lynch Capital | Markets 
George K. Baum & Company 
Lasater & Company) 

T.J. Raney & Sons' r Incorporated 
Stephens, Incorporated 


J L 


25 , 000 , 000 PaineWebber Incorporated 
Citicorp Investment Bank 
Merrill Lynch Capital Markets 
George K. Baum & Company 
T^sarpr £ Company 


T.J. Raney & Sons, Incorporated 
Stephens, Incorporated 


2,500,000 


15 , 000 


BC: 


PaineWebber Incorporated 
Norvest Investment Services, Inc. 
Merrill Lynch Capital Markets TC : 
George K. Baum & Company 
Lasater & Company 
T.J. Raney & Sons, Incorporated 
Stephens, Incorporated 


aineWebber Incorporated 
x ‘1 Lynch Capital Markets 
K. Baum & Company 
T.>» R^ney & Sons, Incorporated 
Stephens /^Incorporated 


25,000,000 PaineWebber Incorporated 
Citicorp InV«tme>><Bank 
Merrill LynchNlapita>'M 4 rkets 
George K. Baum SXCompany 
T.J. Raney & Sons/Mncorporated 
Stephens, Incorporated 


Wright, Lindsey & 
Jennings i | 

Webster &j Sheffield 


I 


TC: 


BC: 
TC : 


Wright, Lindsey & 
Jennin gs 1 
Websterxi Sheffield 



Wright, Lindsey & 
Jennings 

Webster & Sheffield 



TC: 


Wright, Lindsey & 
Jennings 

Webster & Sheffield 


Wright, Lindsey & 
Jennings 

Webster & Sheffield 



TC: 


BC 


Wrigfyt, Lindsey & 
Jennings \ 

Orric>i, Herrington & 
Sutcliffe 


Wright, Lindsey 
Jennings j 
TC:^-tfrrick, Herrington & 
" Sutcliffe/ 
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1987C 


1987D 


1988A 


1983B 


1988C 


1988D 


1988E 


1989A 


1990A 


^5,000,000 PaineWebber Incorporated 
Citicorp Investment Bank 
Merrill Lynch Capital Markets 
George K. Baum & Company 
T.J. Raney & Sons, Incorporated 


BC: Wright, Lindsey & 

Jennings j | 

TC: Orrick, Hetrington & 

Sutcliffe/ 


Stephens, Incorporated 

24,750,000 PaineWebber Incorporated 
Citicorp Investment Bank 

Merrill L ynch C ap i tal f iarket s 

George K. Baum & cbmpany 
T.J. Raney & Sons,] Incorporated 
Stephens, Incorporjatedj 

50,000,000 PaineWebber Incorporated 
George K. Baum & Cbmpany 
T.J. Raney & Sons,) Incorporated 
Stephens, Incorporated! 

000,000 PaineWebber Incorporated 
Citicorp Investment Bank 
Merrill Lynch Capital ^arkets 
George K . Baum & Cbmpany 
T J. Raney i Sons-r-t Inc orporat e d - 


Wright, Lindsey & 
Jennings 


Orri ck^, Herrington 
Sutcliffe 



TC : 


BC: 


Wright, Lindsey & 
Jennincs 

Orrick, Herrington & 
Sutcliffe 

Wright, Lindsey & 
Jennincs j \ 

Orrick, H^rrj.ngton & 
Sutcliff® 


Stephens, Incorporated 


25,000,000 PaineWebber Incorporated 
Citicorp Investment Bank 
Merrill Lynch Capital Markets - 
George K. Baum & Company 
T.J. Raney & Sons 
Stephens, Incorporated 

25,000,000 PaineWebber Incorporated 
Citicorp Investment Bank 
Merrill Lynch Capital Markets 
George K. Baum & Company 
T.J. Raney & Sons 
Stephens, Incorporated 

OtfOkE’^ineWebber Incorporated 
Oeorg^ K. Baum & Company 
T/Js. Rh{iey & Sons 
Stephens /\I ncorrorated 


Wright, Lindsey & 
Jennincs 


BC : Williams & Anderson 

TC: Orrick, Herrington & 

Sutcliffe \ 



Orr r idkT''Aerringtcn & 
Sutcliffe \ 


Wright, Lindsey & 
Jennincs 

"--©t^ick, Herrington & 



BC: Williams & Anderson 

Wriaht, Lindsey & 
Jennincs / 
I^i^tJrrick , Herrington & 
Sutcliffe / 


Crews & Associates, 
v T . J . Raney & Sons 

t^ohens , Incorporated 


i Anderson 
P.cck & 


Campbell 
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1990B 


1990C 


1990D 


1990E 


1990F 


199 1A 


199 IB 


199 1C 


199 ID 


^5, 900,000 PaineWebber Incorporated 
Crews & Associates, Inc. 
T.J. Raney & Sons 

.^t-ppKpn.s r Tnr-.nrpnrAr-Pifl 


45,390,000 PaineWebber Incorporated 
Crews & Associates, Inc. 
T.J. Raney & Sons 
St ep h e ns , — Incor p o rated 


5,250,000 PaineWebber Incorporated 
Crews & Associatejs, Inc. 
T.J. Raney & Sons| 
Stephens, Incorporated 

45,390,000 PaineWebber Incorporated 
Crews & Associates, line. 
T.J. Raney & Sons! j 
Stephens, Incorporated 

,250,000 PaineWebber Incorporated 
Crews & Associates, line. 

T . J -% — Ran ey 6 S ons^ 1 


Stephens, Incorporated 

36,000,000 PaineWebber Incorporated 
Crews & Associates, Inc . 


T . J . Raney & sons 
Stephens, Incorporated 
Llama Company 

"1^4 ,000,000 PaineWebber Incorporated 
Crews & Associates, Inc. 
T.J. Raney & Sons 


BC: 

TC: 


Williams n, cars 
Kutak, Ro^rk & 


Campbell/ 


BC: Williams & Anderson 

TC: Kutak, Rock & 

Campbell 


BC: 

TC: 


BC: 

TC: 


BC: 

TC: 


Williams 
Kutak, Rotik 
Camobell 


Williams & Anrerson 
Kutak, Rock & 
Campbell 

Kutak ,^JJock j & 

■ Camp t^ffl I 


BC: 

TC: 


Williams & Ancsrson 
Kutak, Rock & 
Camob^H. 


Williams &“Ar.carson 
Kutak, Rock & 
Campbell 
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miLi 

ISSUE 

1980A 

1980B 

199 LA 

1982A 

1992S 

1983A 

1985A 

19853 

1985C 

19850 


FAMILY. .MORT GAGE REVENUE BONDS; 


\ ORIGINAL 

rSSUS .V.T UNDERWRITER. (Lead listed gira&l 


AUTHORITY'S COUNSEL (BC) 
SPECIAL TAX COUNSEL /TO 


OUNSE 


7,17T7uuu £.r. Hutton & Company Inc. §T: Friday, Eldredge 

Stephens Inc. & Clark 

T.J. Raney & Sons, Incorporated 


12,42 5.000 E.F. Hutton. & Compa ny Inc 


Stephens Inc. 

T.J. Raney & Sons, 

,200,000 Stephens Inc. 

T.J. Raney & Sons, 


RCj Eriday, Eldredge 


Incorporated 

Incorporated 


153,075,000 E.F. Hutton & Company Inc. 
Stephens Inc. 

T.J. Raney & Sons, Incorporated 

8\, 250,000 E.F. Hutton & Company Inc. 


250,000 E.F. Hutton & Company 
\ Stephens Inc. I * | 

X ' T.J. Raney & Sons.l Inc orpo 

George K. Baum & Company 

3,435,000 George K. 3aum & Company 


3C: 


a tad.. 


BC: 


11 ,; 


9T76 6 4 Merrill Lynch Capital Markets 

T.J. Raney & Sons, Incorporated 
George X. Baum & Company 
Lasater & Company 

_8, 448, 794 Merrill Lynch Capital Markets 

T.J. Raney & Sons, Incorporated 
George X. Baum & Company 
Lasater & Company 
Simmons First National Bank 


BC: 

TC: 


4,475 


^rill Lynch Capital Markets 
. JXRaney & Sons, Incorporated 
argexx. Baum & Company 
Lasat^r^Company 


10,575,352 Merrill Ljrncfi^ apital Markets 

T.J. Raney''* S rts~ Incorporated 
George X. Baum & W 
Lasater & 

Simmons First 



& Clark'' 


BC: Kutak RockL 


Huie 


Friday, Eldredge 
& Clark 


Friday, Eldr 
& Clark 


3dge 


Wright, Lindsey 
& Jennings 


Rose Law^Firm 
None \ 1 


U 



Rose Law Firm 
[one 



BC: 

Rose 

Law 

Firm 

TC: 

None 

) 

\ 

BC: 

Rose 

Law 

Firm 

TC: 

None > 
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OTHER 


home i; NT 


ISSUE 
198 1A 


1984 


HUE BONDS : 



XNAL 


/ 


AUTHQRI.TY^S^COUNSEL { BC ) 


ISSUE AMT UNDERWRITER fLead listed first) SPECIAL TAX COUNSEL fTC) 


16,000,000 E.F. Hutton & Company Inc. 
Stephens Inc. 

T. - J t — R aney & ~So n a , Incorporated 


BC: 


Friday, Eldiredge 
& Clark 


250,000 Simmons First Nadionajl Bank 
ArJgansas 


nJl 


BC: 


Wright, 

Jennings 



indsey & 


of Pine Bluff, 

COMMUNITY DEVELOPMENT NOTES 

ORIGINAL I AUTHORITY'S COUNSEL (BC) 

ISSUE ISSUE AMT UNDERWRITER fLead listed firslLL S£S.CIAL_TAX COUNSEL (TO 


1985 r-^1,000,000 E.F. Hutton & Company] Inc. 

Stephens Incorporated 
T.J. Raney & Sons!, Inc. 


VARIABLE RAT E " D EMAND REVENUE- BONDS — ^High er Education Capital -Asset Program) 


ISSUE 

1985A 


BC: Rose Law Firm 

TC: Wright, Lindsey & 

Jennings J 


ORIGINAL 

ISSUE_AEI UNDERWRITER fLead listed first) 


AUTHORITY'S COUNSEL { BC ) 

Se SC IAL .rac.CQUWSS L -LTCl 


72* 


, uuu Fa me Webber Incorporated 
George K. Baum & Company 
Lasater & Company 
T.J. Raney & Sons, Incorporated 
Stephens, Incorporated 

CAP ITAL-JVSSET ASSET FINANCING PROGRAM Local Govern 

IGINAL 

ISSUE ISSV>% Afl T UNDERWRITER ( Lead listed first). 

1986 130 , 000|^Q^b\Goldman, Sachs & Company 

\ First Boston Corporation 

xr.JXRaney & Sons, Incorporated 
Stephens , Incorporated 
George Baum & Company 
PowelKs. Satterfield, Inc. 


I 


“BCl wYrgtft> N L indsey & 
Jennings\ 1 

TC: Webster &\ Sheffield 

U 


QtSeries A through D 

ADTHORI^B COUNSEL ( BC ) 
SPECIAL TAjNCOUNSEL fTC) 

BC: Orritk, Harrington 6 

Suttclif f e)\ 

Wright, Lindsey & 
Jennings \ 
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CAPITAL ASSET ASSET FINANCING PROGRAM State Government Series A through B 

\ ORIGINAL AUTHORITY'S COUNSEL (BC) 

Issue Iamt underwriter i Lead .listed firaii special ta*_cqunsel ( tc \ 


ISSUE 

1986 


30,000,000 Goldman, Sachs 6 Company 

The First Boston Corporation 
T.J. Raney & Sons, Incorporated 
Stephens, Incorporated 

Baum A Company 

S Powell & Satterfield, line. 


I 

BC; Orrick, Herrington s 
Suttcliffe; 

Wright, Linds 
Jennings 


sey s 


GNMA GUARANTEED BONDS (BMIR Loans - Reincentive Program) 
ORIGINAL 

ISSUE ISSUE AMT UNDERW R ITER..!! ^ , 


I J 

1988 $2 IS , 62S , 000 PaineWebber Incorporated 


AUTHORITY'S COUNSEL (BC) 
listed first) SPECIAL TAX COUNSEL (TCI 


MUNICIPJlL REFUNDING COLLATERALIZED MORTGAGE OBLIGATIONS 


ISSUE 


BC: 

TC: 


Wright, Lindsey & 
Jennings 

Kutak Rockf-i, Campbel 


ORIGINAL AUTHORITY’S COUNSEL (BC) 

ISSUE AMT UNDER WR ITERS Eimi smm COUNSEL fTC' 


1988A $63,540,000 Morgan Keegan & Company 

S t e ph e ns — I n corpor a t e d 

T.J. Raney & Sons, Inc. 

MUNICIPAL /REFUNDING COMPOUND ACCRETION BONDS 


Rose Law Firm 
Kutak Roc] 


Si Campbel 


ISSUE 

1988-1 


ORIGINAL 

ISSUE AMT UNDE RWR ITER (L e3 d 


AUTHORITY'S COUNSEL (3C) 
iLC.uiii£L,ac.:. 



TCI Kutak, Rock s 
Campbell 
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1990A 


COLLEGE 


ISSUE 
199 1A 


21,675,000 T.J. Raney & Sons 
\ Stephens Incorporated 

\ Crews & Associates, Inc. 

SAVK i GS GENERAL OBLIGATION BONDS 


BC: Rose Law ffizm 

TC: Kutak, Rock |& 

Camobell J 


ORIGINAL 

ISSUE AMI UNDERWRITER i i fc ix m 



199 IB 


199 1C 


j 6 4 3 Dea n W i tt e r R e yno - l ds Ijne- 
Crews & Associates 
A.G. Edwards & Soris, ijnc . 
First Commercial Bank, N.A. 
Edward D. Jones & Co. 

Lehman Brothers 
Llama Company 
T.J. Raney & Sons 
Stephens Inc. 


,342,541 Dean Witter Reynolds Inc. 
Crews & Associates; 

A.G. Edwards & Sods, Ijnc . 
First Commercial Eiank, N.A. 
- Edward— D J o n es & Co . 


AUTHORITY'S COUNSEL (BC) 
SPECIAL TAX COUNSEL / TC \ 


-BG-* 



BC: Mitchell, Williams, 

Selig & Tutker 
TC: none J 


Lehman Brothers 
Llama Company 
T.J. Raney & Sons 
Steohens Inc. 


19y996,660 Dean Witter Reynolds Inc. 
Crews & Associates 
A.G. Edwards & Sons, Inc. 
First Commercial Bank, N.A. 
Edward D. Jones & Co. 

Lehman Brothers 


BC: Mitchell ^Wiilliams , 

Selig & Thicker 
TC: None \ j 


ISSUE 
199 LA 



DKSN026144 


232 


SINGLE FAMILY MORTGAGE REVENUE REFUNDING BONDS 


ISSUE 
199 1A 


ft 


POOLED 


ISSUE 


ORIGINAL 

SS UE AMT UNDERWRITER (Lead listed 


AUTHORITY'S COUNSEL (BC) 
SPECIAL TAX COUNSEL (TCl 


58,900,000 George K. Baum & Company 
Crews & Associates, Inc. 
T.J. Raney & Sons 
Stephens Incorporated 


BC: Rose Law Firm 

TC: Kutak Rock 

Camobell 


L&/q£V 
COMPOS I 


INOUSTRtTAff DEVELOPMENT REVENUE BONDS 


'OSITE OFFERINGS: 

ORIGINAL 

ISSUE AMT UNDERWRITER fLead 


1987A-E $6,975,000 PaineWebber Incorporated 
Drexei Burnham Lambert. 
George K. Baum & Company 


1987A-C 

Taxable 


1987F-K 


1988A-D 


19 88E-H 


& Co 

y355 , 000 T.J. Raney 6 Sons! Incorporated 
Stephens Incorporated 


listed first 1 


AUTHORITY'S COUNSEL (BC) 
SPECIAL TAX. COUNSEL (TO 

BC: Mitchell, Williams, 

Selig & Tu 
TC : none 

BC: Mitchell/ Willliams, 

Se4^^Tuc>|er 


6,515,000 T.J. Raney & Sons 

Stephens Incorporated 


TC: 
BC: 
TC! ' 


1988I-L 


1989A-E 


,270,000 Shearson Lehman Hutton, Inc. 

A.G. Edwards & Sons, Inc. 
PaineWebber Incorporated 
Thomson McKinnon Securities, Inc 
George K, Baum & Company 
Gabriele, Hueglin & Cashman 

*000 Prudential-Bache Capital Funding 
Shearson Lehman Hutton, Inc. 
sPaineWebber Incorporated 
Edwards & Sons, Inc. 
qe K. Baum & Company 

Hueglin & Cashman 
Cdmjnercial Bank, N.A. 
EdwarcKH . jqnes & Company 

6.110.000 Merrill Ly 
Stephens 
Hill, Crawford^ 

T.J. Raney & Sons^ 

Powell & Satterfield 

3.685.000 T.J. Raney & Sons 


None 

Mitchell, WjJlliams , 
Selig & Tucker 
"Nor ve - 


BC: Mitchell, \Williams, 

Selig & Tuicker 
TC : None 


BC: 

TC: 


hitcher 
Serig $ 
None\ 


/ 


TC: 


Mitchell, Williams, 
S^llg & Tuckyer 
tfone 


Efrtell, williams, 
Selig & Tucker 
None 
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L989F-I 


,840,000 Prudential-Bache Capital Funding BC: 
Shearson Lehman Hutton, Inc. 

Paine Webber Incorporated TC: 

Witter Reynolds Inc. 


PQ4 I1. 


Edward D. Jones and Co. 

Crews & Associates, Inc. 
Donaldson, Lufkin & Jenrette 
Securities Corporation 
Gabriolo; Huoglin - & Cap hman -- 


1989 J 


1990A-D 


1991A-G 


1991H-L 


The Cherokee Securjitie|s Company 
5,500,000 T.J. Raney & Sons 


3,380,000 Merrill Lynch Capital 
Stephens Incorporated 
Hill, Crawford s> lianfc 
T.J. Raney & Sons,| Inc 
Powell & Satterf ietld, 
Llama Company 



6 , 



BC: 


TC: 

larkets 

BC: 

:d, Inc. 

TC: 

[nc . 

Markets — 

B Grt- 


Stephens Incorporated 

Hill, Crawford & Lanford, Inc. 

T.J. Raney & Sons, Inc. 


TC: 


4 , ljU-r DOO St ep h e ns — Incorp o rated " 
Llama Company 


-BCT 

TC: 


Mitchell, A: :a 
Selig & Tucker 
None J 


Mitchell, Williams, 
Selig & Tudker 
None 

Mitchell, Williams, 
Selig & Tucker 
None 



Selig & Tucker 
None 


Selig 

None 


Wi 

& Tvick 


Williams , 
ker 


U 


INDUSTRIAL DEVELOPMENT REVENUE BONDS : 


Planter 

1985 



POM, Inc 
1989 


Century 

1985 


Tube Prpject 

3,750,(^00 T.J. Raney & Sons, Inc. 

Stephens Incorporated 



AUTHORITIES- 
SPECIAL .TAX 

COUNSEL 3C ) 
COUNSEL 'TCI 

BC: 

Wright,^ 

^Lindsey & 


Jenning 

TC: 

None 


BC: 

Mitchell, Williams, 


Selig, 

^Tticker 

Jackson i 

TC: 

None 


BC: 

Frida v. 

Z aw Firr 

TCT 

None 
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Zero Mountain, Incorporated Project 


1987 


Conununi :y Water System Project 
1988 1,600, 000 T.J. Raney 


3,000,000 George K. Baum 6 Company 


BC: Wright, Lindsey & 

Jennings 
TC: None 


' Southwest TnPQrporated Project 

1988 



5,000 Stephens Incorporated 


Superiotj3raphite Project 

1988 4,300,000 American National 


Baac & Trust 


Company of Chicago 

Pine Bluff Warehouse Project 
1988 720,000 Stephens Incorporated 

Arkansai frreightways Project 


1989 


Northwes t Axkansas Paper Company Project 


1989 


1989 

Wynwood 

1989 


4,670, 000 Stephens Incorporated 


BC: House, Wallace & 

Jewell, P.A' 

TC: None 

-BC: — Mitchell, Williams 


111 . 


600,000 First National Bank of 
Fayetteville, AR. 


Pine Blv.ff War eh o use - -P i f o - je 


1 *4345 , 000 Stephens Incorporated 

Nursing Center Project 

—2, 365,000 Stephens Incorporated 


Good Saafa^ 
1989 


TC: 

BC 

TC 

BC 

TC 

BC 

TC 


BC 

TC 


-se 

TC 

BC 

TC 


Selig s^ucker 
None 

Mitchell, 'ililliams, 
Selig & Tucker 
None 

Rose Law Firm 
None 

Mitch* lliams, 

Selig er 

None 



Mitchell, Williams, 
Selig & Tucker 
None 


ftose - 


Firm 



None 


Mitchell, \willliams, 
Selig & Tub^er 
None 

fcjitchell , Williams, 
Setig:& Tucker 
one^ 

Wright, Lindsey & 
Jennings 
None 

Wright| Lindsey & 
Jennin 
None 
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HEALTH CAKE FACILITIES REVENUE BONDS : 


ISSUE 

Saint E 
1987 


ORI 1 

XSSI1 

dwarde. 


$13,590, 000 Shearson Lehman Brothers Inc. 


Sister' 

1989A 


Sister 

1989B 


ORIGINAL AUTHORITY'S COUNJ 

SSUE AMT UNDERWRITER (Lead listed first 1 SPECIAL TAX COONS ' 


-Mercy Medical Cpnrpr Tssue. 


BC: Wright, Lindsey & 

Jennings 
TC: None 



x c y Health Caro S ys t e m s, S t. L o uis, In c- . - 


s of 

>26/460,000 Dillion 


Reed & Compariy, Inc. BC: 
George K. Baum & Company 
T.J. Raney & Sons) 

Stephens, Incorporates 

s of Mercy Health Care Systems, St. Louis, Inc. 
$25,000,000 Dillion, Reed & Company, Inc. BC : 
Stephens, Incorporated 
T.J. Raney & Sons I 
George K. Baum & Company 


EL (BC) 
EL ( TC 1 


Wright, Lindsey & 
Jennings;^ 


Wright, Lindsey & 
Jennings; 

Wood, Lucks inger & 
Epstein 
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Lasater ^Company 

I N V E S T Nl E N T/|\.B ANKERS 


n 


January d, 1985 


Hongxabl a-3i 11 Hi iron 

governor 
£tate Capitol 

Little Rock, Arkansas 72201 
Dear Governor Clinton: 

Don Spears, 36, is married and has cvc 


Don lives in Little Rock, but ha: 
i of Malvern. He is a member of cH« 
\Savings and Loan Association of 
County Title Service, Inc. 



children ages 10 and nine months. 


a successful business in his hometown 
ie 3oard of Directors of Firs: Federal 
>talveni and co-ovner of Hoc Spring j — ; 

i 


Don a rnppnrror of vours and p articipated in raising funds fcr_ 
during the past campaign. He has the support of HTs local -=;islacive j 
delegation and also our support. j 

We consider Don to be a good friend of vcurs and ours and firmly believe 
mu -j i ni i i sake » r-ine unn'nnr n- s Housing Devsico nen c 

gency 3oard of Directors. 



His background in both real estate and business would enable him to 
evaluate the circumstances and make fair and honest decisions on issues 
chat will soon be facing the AKDA Board. 



• I Corporate Plata. Pemhoutc D * 1 10 £. 3ru»jrJ 31vd. • Ft. lauJcrjaic. Florida 3 3 301 • *03 ar?- 
National 'Vat*. T *800 * 3 2 T ■ ©t 1 1 • Florida 'Vat* I ?00 ■ * *2 ■ *»7 1 1 
SJA$D Member Firm / Member Sceurmei ln»eiror Pr. tci.-ion Corporation 
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Pol 


Donald M. Spears 
P.0. Box 622 


Malvern , Arkansas TZTuT - 
(501) 332-6931 


EDUCATION 


Gratiuat^er^of Malvern High School C 


lass 


Graduate of Ouachita Baptist Univ 


tical Science, May 1970. 


Graduate of University of Arkansa 


s Sc 


Professional Affiliations: 


Arkan 
Amer i 
Amer i 


BUSINESS HISTORY 


Se 


-Hot Spring County Chiel 


of 1966. 

ty with Bachelor of Arts degree in 
lool of Law in May 1975. 


Dep 


sas Jar Association 
3ar Association 
can Trial Lawyers Association 


aty Tax Assessor and wa s^employed 


by tittle Rock Abstract and Title Company maintaining Pulaski County 
real estate transaction records while attending law school. 


I 


Following graduation, practiced law in partnership with J. Winsto 
Bryant un&j 1 rn-ynnt- * <» — election — to — iecr-e t-ar.y — of — 

Former/ Hot Spring County Juvenile Judge. 

Former instructor for Henderson State University in business and law 

education. 

Forrf^t: direct or of Ouachita Children's Center. 

Current ly\serves aa director of First Federal Saving 
Malyern, and. owner of Hot Spring County Title Ser 

PROCESS IONA^bs.Rgy-HRBNCBS 

Wilsa s., Little Rock, Arkansas 

Davjd M. "Jfac” Gloved, MVlvern, Arkansas 

Ste>|e Engstlrom, Little R'b^k , Kansas 

BANKING REFERENCES 

Offutl , President, Bank of Malyern 

Walsh, President, First Federal SavY 



Mai vecji . 
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Lasater, Inc. 


n 


April 3 i 1985 


ie Honorable 
Bill Clinton 
Governor 

State of Arkansas 
State Capitol 
little Rock, Arkansas 

Governor: 



72201 


Dan "ha d to be out of town this week I visi ting with cli ents in Neu-^er rT< and 
he asked roe to forward to you resumes on Ed Willis and J-im Tom Be ll . As 
you remember, you and Dan have discussed bon Spears' appointment to the 
Arkansas Finance and Development Agency Board cn a couple of occasions in 
the past. We want to reiterate cur interest in seeing Spears appointed 
reem mpnri WiHis and ym — We- 


ave had a r+c 


of-busir.ess 


.cnships and personal relationships -with both of these prospective^ 
.dates and we believe that they would make significant contributions^ 
to /the Board. \ 


Dan sincerely hopes that you -will consider positively both of these appoint- 
ments and he will be in touch with ycu by telephone when he returns from 



312 Lot::;:: 


i:rcc: 


41-390 97-9 
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Collins, Lxke &.Lasai£r 


Marcrr-94-r 1933 



The Jtonoraoie bill Clinton 

Governor 

The Capitol 

Ljfttle Rock, Arkansas 

Dear Governor Clinton: 


I am writing to express Collins, Locke & Lasater's enthu- 
siastic support of the appointment of Ms. Linda Trent to the 
position of Executive Oi rector of the Mrxansas mousing" Development 
Agenc y. It is our view that Ms. Trenr'wiii prov'ice tne Agency witn 
|tu^fT needed leadership and serve tpe State in an exemplary fashion. 


.While on the subject of the AH DA it has come to my at tent 


that some serious consideration is being given the idea of securing 
the services of a firm to act as Program Administrator for the Agency. 
While we fully support the concept of efficiency in State government 
we are not convinced that such a move is timely or desirable and 
reque£t- th e oppor tu nit y ■ to s u bmi t o u r v iew s to y o u - *f>d - yew* Staff s. 



I am looking forward to welcoming you and Hillary to cur 
‘by Day party and trust you will find it convenient to attend. 
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Lasater, Inc. 


A HQLDlNGjiCOMPANY 



Nay 1, 1985 



The Honorable 
Bill Clinton 
Governor of Afkahsas 
State Capitol 

Little Rock, Arkansas 72201 
Governor Clinton: 

with great pleasure that we vJrite to you in support ol 
the ap pointment of Bjll NfcthlsJ to tin p posit i on of Boa rd -mefiifcer . 
A rkansas Development "Finance Authority . Mr. Bill Mathis has 
distinguished himself in servlet to the State of Arkansas 
through loyal and professional conduct as a Board member of 
tiie Arkansas Housing Development Agency. As a result of my 



rms *l nv ol vftment with the Agency as a cu-managlirg urrder w-satgr 
itsdebt, X have become familiar with the motives and conHuc : 
Agency Board members. In all cases Mr. Mathis has fulfilled 
s/role in the best interests of the State of Arkansas. \ 


I heartily recommend this appointment ?nd look forward to 



312 Louisiana Street / Little Rock, Arkansas 72201 / 301-376-0069 
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Ck 




Hay 1, 1985 
\ 




himself in service to 


Honorable^ 

1 Clinton 

Governor of Arkansas 
State Capitol 

Little Rock, Arkansas 72201 
Dear Governor Clinton: 

with great pleasure that we write to you in support of 
ppbintment of jjort Hardw ick to thw position of Board member^ 
rkahsas Development finance Authority. Mr. HarHwirk 


•ne btate of Arkansas through loy&: 


and professional conduct as a Board member of the Arkansas Hou 
Eevelopment Agency. As a result of my firms' involvement with 
Agency as a co-managing underwriter of its debt, I have become 
f amilla r With t he mnt.lvpq anti rnnrtn/vt nf .Og i anfly. .Rfln - M - Bw a m horc 
all o^aesMrTHardwick has fulfilled his role in the best ir^ 
of the State of Arkansas. 


ILOeartily recommend this appointment and look forward to wori 
with >p active, effective and professional Board. 
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Lasater, Inc. 


A HOLDING //& COMPANY 


Honorable 

Clinton 

Governor of Arkansas 
State Capitol 

Little Rock, Arkansas 72201 


Dear Governor Clinton: 


s with great pleasure that 
ie\appointment of G^nrgg Wrl gh 
imb^r, Arkansas Development FI ; 


f L 


a±ingu1shed himself in s. 



2^ 




i 

(L 


rite to you in support of 
Jr. to the position of Boaryta 
nanc e Authority. Mr. Wright 
rvi de t o the S t a t e of Ark etrrgas 


irough loyal and professional conduct as a Board member of 
>e Arkansas Housing Development Agency. As a result of my 
rms ' involvement with the Agency as a co-managing underwriter 
its debt, I have becomefamiliar with the motives and conduc 

Ager ic y Board members -: In all cases Mi . WrighL Hav ~ f ul fil ed 

s jT^le in the best interests of the State of Arkansas. 


heartily recommend this appointment and look forward to 
injg, with an active, effective and professional Board. 
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ARKANSAS STATE POLICE 

COMMUNICATION SYSTEMS FINANCING ALTERNATIVES 
OCTOBER I, 1984 


We have spent a considerable amount of time in an attempt to locate a 
feasible financing program for our proposed comnuni cation system. 
Several firms have discussed the various financial aspects of this 
system, and some alternatives are listed: 




2. Lease Purchase 

3. Escrow Funding - Lease Flurch^se 

4. Issuance of Debt 

5. - Certificates of Participation 


A detailed schedule of the various al 
Information. 


ernatives are attached for your 
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ACT 8 17 1985 

A Bill 


Seaee of Ar^aoaas 
?5ch Ceneral Asseobly 
^Regular Sesalon, 1985 

Joint Budget Coamlttee 

As fry; r^ssed ?/"■?/ 9 5 




For An Act To Be Entitled 

~Atf ACT AUTHORIZING THE LEASING OF CnHWniCATIOtlS EOllIPHFNT 


R THE DEPARTMENT TF THE A P KAN SAS STA ' T POLICE) PFOVT^rNG ^OR 
THE PAfNENT AND SZCSRITY Cl THE COSTS OF THE TCUZ?KEN~; AND 
FOR OTHER PURPOSES . * 

BE IT ENACTED BT THE CcNESAL ASSEMBLY OP THE STATE OF ARKANSAS : 


SECTION l. This act shall 


^Department of Arkansas Scats Police 


^STCTTS 


be known and a ay be cited as the 


- fr g 1 O e . - . e fa! Ass eabl 



■fSfTng csej 

aunications equip cent used by the Department of Arkansas State RoliceUi) 
has poor radio coverage, ( ti) has the problems of public monitor ing and lack 
of u ser eeivaeyt — and { iii ) is rub j eer t o-aneuekorised us age an d^interference 
txom cc.ber parties; and (b) that portions of the existing connunic^cilns 

aain- 


— oc.ber parties; and (b) that portions of the existing cotmun. 
lfi equipment are ( i ) worn out, (ii) obsolete and expensive to repair al 
17 tain, and (iii) specially designed mobile and portable units having limited 
^utility. 

‘ r /ie Camera! Assembly hereby determines the t '-adq^ua modem coq- 
cbqions equipcerrt for the enhancement of state-vide^law enforcement A 
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AS 7 


zar.szr.cz, repair, airer, i.-scai i , :iSM:e ?r piac- on any land, or in any 
•ybuilding or nocor vefcicie any coanunicaeicns eguiprenc, *y negoeiac^JjJ or 
pidding vc or. such c errs and conditions as are decs retired bu c he Crrjniss ion 
z's^ be in c he bes t interests pf the Department and Chat will most jf fscciveiy 
serve tbe purposes of zhis Ac c. 

-Acz 23 1- means Act 231 or 1945 , as ncv 
amended . 


In effect or as hereafte, 


w Commission * means the ir'cAnsas! £tate Pol ice~Lomntssiod7~' 


fission created by Ac t 

"ConnunicaCions rguipment" 


my successor agency, 
neans public saf ecy ccr-cunication 


and systems; including buildings, structures, furnishings , and fixtures 


used directly for public safety 


thereof, including, but not limited 
14 — .teiegraph, television, teletype 
11 p t ccrtnunication by voice, or convey 
It electronic or electrical means. 

" dost 


applied id ciftiiunica C T bTX'-equlpnenz , means 
and all costs of such equipment and, without limiting the generality 
foregoing, shall include the following: 

TD air'dJJCJ flf as ’ acquisi t ion of any sulA lu i u-j 



u4pmenc 


purposes in connection vie h the operation 
to, radio broadcast and receiving, 
rewave transmission, and similar systems 
snee of words, signals, or images] by 


includes any 
of the 


•at ions equip- 
ment and all costs incident or related thereto; | 

(ii) the cost of architectural , engineering, legal and rented 
services; the cost of the preparation of plans, specifications, stu- 
dies, surveys and estimates of cost and of revenue; and all other 
expenses necessary or incident to pIanning,^rovidi?ry^r determining 

need for or the feasibility and practicability ^of si ^communications 



any and all costs paid or incurred in connection wi rfc Che 
c h communications equipment , including out^-of -pocket 

of financing, legal, accounting, financial advisory 
and consul cirrg^i^es /^expenses and disbursements; the cost of any policy 
of insurance, letter cf credit or guaranty; the cost of printing, 
engraving and reproduction secvTCesu^ and the c csrrcf the initiaa or 
Acceptance fee of any trustee* or paying agent. / 

Department 1 * means the Depart meftt-^pf Arkansas State Police, created 
and any successor agency. 


A 

\s 

A 
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A.s -rnpc'szD 3 /:^ 


" Q i ac "lor"’ rears zhe Dii*ct or of :he hepartrerc of Arkansas >eace 
\poi ice. 

"Lease or Lease-Purchase Agreement" means the contract entered in 

mission zo accu ice zhe ccnr.u nice cions equipment . 

'•lease Payments'* means payments to be made by the leperzment from 
pledged revenues or ocher legally available sources zo pay costs of com- 
mun ications egu ipaenc. 

of 


Pledged Revenues" .means at! revenues authoricerf bt* S-. 


(Act to be pledged for the secur 


icy and payment of the lease. 


equip comaunicat ions equip nent 
- comaunicat ions equipnen c a cquii 


powers, purposes, ar.r authorities set 


in ocher laws, the Comiss ion 


SECTION 4. in addition co 
forth elsewhere in this <Aco or 
authorized and empowered to; 

(a) Acquire, construct, repair, renovate, alter, rair.ta errand 


hereby 


for use by the Depart zer. t, provided chat 
ed under the authority of t £jb Act shall 

pass 

the com- 


r.ot be used for the transmission of telephonic messages which by 
the public telephone network. 

(b) Contract for the lea se, lease purchase or purchase of 
munications equipment on such terns and conditions as are^bpecii ied by 
this Act and approved by the Director with the ccnse-r of the 
Commission and to provide for the payment of the cost of acquisition 
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H.3. 


, 5 SS T D 3 ' r n / ? 5 


t 

2 

J 

4 

5 
5 
7 
£ 

10 

11 

12 
IJ 

14 

15 
IS 
17 
IS 
L9 
20 
21 
22 
2J 


tior.s , banking ac:3ngerencs or invest men: agreements select** oy ;.':e 


Ccrn;.?.*iorj; ; 


i 


(g) T.ake and execute all o:. k ? r instruments .necessary rcrvenierr 
^fnr -h* » terformance of its dudes and eke exer-ise of izs^ >--zrs and 

functions under eft is Act ; 

(h) In connection with Che acquisition and financing rf the 
of communication equipment , employ attorneys, accountants, _nc cr- 


eeses 

ri- 


, and such ether advisors , ccr.s: It a r.ts , and 
in ids judgement r and to fix the.: 

against any less in connection its 

in such amounts and from such inrzrers as it 
\g the power to pay premiums cn any such 

r 

or guaranties from any public sz private 
rtmewt , 


ters, and financial advisor 
agents as nay be necessary 
compensation; 

( i) Procure insurance 
property and other assets, 
may deem advisable, includi 
insurance. 

( j) Procure insurance 

^entities, including any depa rtm ent , agency or instrumentali sts’ of the 
United States of America, to secure payment of any lease entered into 
unde: the authority of this Act, including the parser to pay premiums on 
any such insurance or guaranty/ 

(k) To arrange for the use of such communications equipment by 
any federal, state or local governmental agency or any other person, 
from time to tine, as any of such communications equipment — ' roe. 
needed by the Department, and to collect fees and charges, as the 
Commission determines to be reasonable , in connection with zr.e use : of 

ny communications equipment by any other pecsorin 

(l) To cooperate with. and exchange services and^inf creation with *\ 
;rai, state or local governmental agency/ 

such other action, not inconsistent with law. as Aay be 

necessa ry Xcomt 
aithorities se 

Act. All such pcUv^rs, ^purposes and authorities set fortA anrre , except^ % y 
tiose relating to the'^zont r acting for the lease, purchase cr lease- ^ 
pi rchase of the communications equipment , nay "Secs cried cut by/ the 
Department. 


5. (a) The lease payments and other costs relating to the 


(uent or desirable to carry out the powers, purposes and ^ 
forth in this Act and to carry out the intent zf 


s , tu rpose. 
intent zf th£s\\ •» 
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ccnnu .-lies cions aquipcen c shall be secure* solely by a lien an ar.d pledcc of 
li 1 revenues derive* from the 'allowing fees and charges fixe* ar.d imposed 
b\ Act 23 of 1017 , as new or hereafter amended [Ark. Stats* 17S-32oJa) 

Re pi 'i — »3' r 9/.. or pti-srar.r rn any— subsequent. simi Jar ’^ws. yh-rh— are hereby 


confirmed , ratified , fixed and imposed , and which are as follows: (a) 
operator' s or a motorcycle' s (driver' s) license for two years - So. 00; 



chauffeur' s license for trwn u ear? - S 1Q.QQ: ( c ) motor scooter l icense 

an operator' s license or a motorchcle' s 


more than two years - $2.00; 
iJicensa for four years - $12.00; 


leasing agreeaent authorized by 


. 1935, but commencing the 


(e) a chauffeur's license for fou 
revenues { collectively the "pledged 


10 years - $20.00; the pledging of kuc.h 
1 2 revenues"; being hereby authorized. No earlier than July l, 1995, but com- 
12 r.encing on the first day of the ao nth 

his 


an 


next succeeding the execution of any 
Act, all pledged revenues are hereby spe- 
cifically declared to be cash funds restricted in their use and dedicated ar.d 
be used solely as provided and authorized in this Act. No earlier than 
firs t dag of the month next suc ceeding 


execution of the Lease hereunder and so long as Lease Payments rsmai, 
paid, the pledged revenues shall not be deposited into the State + reasbrv and 
shall not be subject to legislative appropriation but, as and wh en reaived 
(bp the Commissioner of Motor Vehicles, by the Department of Motor\Vehicles , 
by the Department, by the Commission, by the Commissioner of Revenues, 
•Department of Finance and Administration or by any other State agency? as the 
22 case may be) shall be deposited in a bank or banks selected by Che Department , 


the credit of a fund hereby created and desigj 
Arkansas State Police Communications Equipment Lease 
ref ar reduce as the "Lease FUnd". 

PaylBent^Co cover the costs under the tease Agreement sh^ll 


he " Department of 
'.nafier 


the Leas 



^monthly basis. If and so long as all payments to ^over 
costs tjnder tha s ^ease^Agreeaent are properly made on the last rf^y of each 

in excess 


1- 0 


fiscal 


quarter, tha\ 
reserve of 3 OX of a fiscal 
Lease i und and deposited 


revenues remaining in the Lease Fud 


ter's requirements shall be withdrawn from c 


dit of 


Che Department of Arkansas State Police Fund. So long as am/ lease 
payments remain to be paid, all moneys in the Department of Arkansas State 
Police Communication- Equipment Lease Fund ^ShaiJ be used s olely for the paym 
payments, and ocher costs in connection with the lease, with t 
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AS rW'SGED i/20'3 5 


4.3. Hi 



ratine ttnar.es of necessary funds and reserves, except zr.az the iease -ay provide 
or the withdrawal , for otter lawful purposes, or surplus moneys, asT~def ir.ed 
the lease. Noth ing in this Section 5 is incensed to prohibit this 

-gpr X rle. 


Ded**rrrnr fr~m rnvest Lr.o _noneus deposited into the necartnent- af' A ckansa s 
State Police Comnuni cat ions Equipment Lease Fund, as provided in this Jet. 
The provisions of this Section shall expire upon payment of the final 
auth orized under the aforementio ned agreement, and any balances rem air, 
the Department of Arkansas State Pol: ce communications Equipment Lease 



<hall be deposited in the State 
rkansas State Police Fund as a 


non- revenue receipt. 


General Assembly may eliminate Or cha 
co as pledged revenues above, under t 



ce Communications Squipnenc^te< 
ury co the credit of the Deparinejnt of 


(b) So long as there are remairing any lease payments to be made, the 




costs 
ing in 
Fund 


nge the driver's License fees referred 
ct 28 of i97J, as new or hereafter 


nded, or any subsequent similar lav, tut only on condition that tjhere 
always maintained in effect and made available for the payment of lease 


anc of 
tJjJien 


amount to provide for the payment when due cf the lease payments . 


SECTION 6, The Commission shall submit any contract, ag reement , 

as authorized by this Act, to ehe Arkansas Communlcatioh ^ sejudy 



and to the Arkansas Legislative Council prior to any obligae 
eing incurred by the Cosmission for their advice and counsel. ' — 


SECTION 7. This act shall be liberally co nsErited-^ga ccompl Lsh the 
intdn^and purposes thereof and shall be the sola airt?»<^y>Bquired for the ^ 
accomplishment of such pirposes • fo this end, it shall nofcsbe necessary to „ ' 
comply V^tJv^senerai provisions of other laws dealing with public commodities'- ' '• 
and public sqc laities, their acquisition, construction, leasing, encumbering 
or dis,>osition\^ro^i^ed that the Commission shall comply with ]subsect\on^ 

( a J th.-ough (d) of^Section 8 of Act No. 884 of 197 7, as amende* 
of Act 870 of 1979 befbre acquiring’ any communica cions equipment authorized 
under -Jtls Act, and prov ictedthat^the Commission shall supmlt any Invitation V, 
or Req test for Bids, Quotes, of^P roposals7~a?ur thS~^rocedu res to beJsed iSK K 
evalua ting the same, to the Administrator of the Office of State^Purchasing 
of the 'Department of Finance and Ad mi n isfration for his or^Jher review and v ^ 
iroval prior to any obligation being incurred by the Commiss ion or^i^ 

. 


- I v x i 

by Sect ji o n x 2_\> 
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as r:r,PCSSED ;/:r */?5 


che Department aa such obligation relates to any acquisition authorized and 
defined by this .Act. The enumeration of any object, purpose, power, ma r.r.er, 
dathod and thing shall not be deemed to exclude li>e or similar objecis, 
cur bosot, powers, m a nn e rs , - m ehc ds —s c things ^ 

SECTION (t. The interest portion of any costs of acquiring conmurjicacions 
mgtj ip^^ne. Aitrhnri-r+H by ch±s-lc£ , s hall be— exempt fron stata^ county and muni • 
c/pal income , inheritance and estate taxes. 


SECTION 9. The provisions pf ej 
severable . If arty provision of k his 
cable to any person, firm or cir turns 
lit y shall not affect the validity ot 



is Act are hereby declared to be 
Act, shall be held invalid or inappli- 
nce, such invalidity or inapplicahi - 
applicability of the remainder of the 


•ea. 


ACTION 10. This Act shall b e t he complete and pni* ^ucV-g^y for 
accomplishment of the purposes hereof . To the extant that there is a 
conflict between the provisions of this Act and Act <Vo. 231, the provi 
of th is Act shall govern . Ail laws and parts of laws in conflic t hert 
at/k hereby repealed to the extent of such conflict. 


‘ions 

'ith 


SECTION 11. The Seventy-Fifth General Assembly hereby finds and 
declares the present conmunlcat ions equipment for the Department is not ade- 
lnd that there is an urgent need that node ro^conSnrfiigat ions equipment 
liced in order that the Department may continue c&v^rry v out its law 
effective manner. m heretcre, an. 
rt being necessary fa. 
safety shall 
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MINUTES OF ARKANSAS STATE POLICE COMMISSION MEETING 
APRIL 4, 1985 - PAGE J 


NEW BUSINESS: (Cont’d) 

Legislative Peoort (cont’d) 


House 81 1 1 94 - Allows for JU-year retirement at any aye ~wUh 
no penalty, ; 

House Bill 399 - Classifies as a felony the Installation of 
booby trips on a person's property or property of another person. 


Criminal lnvestig at 


nd 


The regular monthly 
was not available but Colone' 
ooeratlon In Chicot, Orew, 
afternoon, 85 felony warrants 
served as a result of a three- 
were confiscated In the opera 

State Pol Ice Conmun 


Goodw 
Ash I 
on 
-month 
tion. 


House Bill 944, wh 
Governor, authorizes the Sta 
equipment for the State Pol 1c 
agreement In connection with 
The lease payments and other 

-will he niiri hy revpnue H»r1 


Ion 01 


/ 1 s 1 on Report 


reporjt for the Criminal Investigation 01v1$i\ 
n gave - a brief report oh an undercover! 
y Counties. He laid as of yesterday 
ig violations were being processed and 
Investigation. Also, several vehicles 


dr r 


ch has 


e and 


cations Act 


not at this time been s.lgned by the 


e Pol 1 ce Commission to acquire conmunl cat Ions i 


to enter Into a lease or lease-purchase/ 


the acquisition and financing of the equipment, 
costs relating to the communications equlpme/t 
eo fro tn driver's license fees to be dedl 


for that purpose beginning July l, 1985. The money will be deposited in n 
bank or banks and be designated as the "Department of Arkansas State Police 
Conmunlcatlons Lease Fund." The funds will continue to be dedicated until 
the equipment is paid for. There Is no time limit set for payment but It 
Is estimated that It will take ten years. 

The Act will allow the Conmisslon to continue negotiations 
Motorola, which Is the sole supplier of the 000 MHz system.belng 
considered by the Department. 

The Commission also has the authority, under the Act, to employ 
attorneys, accountants, underwriters, and financial advisors as may be 
necessary, In Its judgment, and set their fees; but the Commission feels 
that In-nouse expertise should be utilized whenevei^B^^lble. 

The Act will also allow the Commission ' to^rscsed TTth^jjt adhering 
to normal state processes, but prior to any obligation bellsincurre^by lh e 
Cormlsslon, any contract, agreement, or proposal must be submVUed toX^e 
Communications Study Cormlttae and Legislative Council for the If 

A recommendation was made that a financial team be selected as 
^possible so that they may be Involved Inline negotiations wkth 



AfterX lengthy discussion between members of the Comml s S Ibn . 

Mr. Ed Erxlifeen antkMr. Oudley Meadows of State Purchasing, «nd representative 
of several flnWIal Tinns concerning procedures to follow reU.lnj to -he 
acquisition and Fi^ancln^^ the communications equipment, th « ° - n 
agreed to begin imr^ately^hc^process of selecting a finandM Instl tutio 
to handle the Mnancln 

The Commission agH|d to solicit proposals from only those 
companies doing business in ArHjisas. 

A letter will be maHed wTtouU*. April 8, J 985 
Institutions In the state seeking propos » 1 or 
eeks from of letter for proposals to be received. 
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MINUTES OF MEETING OF FINANCIAL SCREENING COMMITTEE FOR COIlTUIll CAT IONS SYSTEM 

May 3, 1905 


The following members of the Committee met on May .3, .1905 In/tlvi 
ard Room of State Police Administrative Headquarters, 3. Natural R%sdurcts 
PHv fl In Little Rock: 



Colonel T. 1. Goodwin, Co-Chairman 
Major Jim Tyler 
Mr. David Moseley 
Mr. Ed Erxleban 

,dOW5 



The meeting was convene( 


The Committee reviewed each 
Arkansas State Police Communications 
“prior to the cut-off date of 9’:00 p.m. 


After discussion of all r 
Major Tyler that the firms (alphabi 
First Capital Resources; Raney, Hut 
be presented to the full Screening 
Motion was seconded by Mr, Meadows 




The Comnlttee, however, (lid 
publicity and admission of guilt br the 
would be perceived by the public ai)d th< 


at 9 


:30 a.m. 

financing proposal for! tho new ^ 
System which had been submitted on 'or 
April 22, 1985. 


proposals, a motion was made by 
tically listed) of Dabbs Sullivan; 
ton, lasater; and Stephens, Inc. 
Comm ttee for their consideration, 
Motion carried unanimously. 


press concern as to the recent 
firm of E. F. Hutton and how 1^ 
financial community. 


he meeting was adjourned at 11:15 a.m., May 3, 1985. 
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STATE POLICE PROPOSAL ^ALYS! = 
STEPHENS, i.\C. 


\ 


nCf.‘-L f i 

ea!pp«xE£Ds if^es'rtNT ra— 



1 TO 5 YEARS 

10.007. 

: =37. 

01SC0LNT INTEREST PATE 

10.007. 

: =37. 

RESERVE FLND INTEREST RATE 

10.007. 

: =27. 


INITIAL EOJlPfENT PAYfENT FLfO = 
INITIAL RESERVE FLN}: 

PRESENT VALLE f^ET PAYMENTS » 


DATE 


no YR NO. 


3CMD 

PAYfENT 


i^T 

REVENJE 


TOTAL 

^T 

REVENUE 

JHH 

INTEREST 


6 85 

7 es 
a es 


172, 

isa, 

isa, 


408 

242 

242 


172,405 
331 ,S71 
492,464 


9 

es 


B- 

166,242 — 

654 , IPJ 

10 

es 

s 

0 

156,242 

617,069 

11 

es 

6 

0 

\Sa,Z42 

961,096 

13 

es 

7 

0 

156,242 

1,146,269 


66 

9 

<1,596,000) 

(1,437,756) 


• - 

66 

9 

— 0“ 

ibfi, 2<*2 

153.2c: 

3 

66 

10 

/ 3 

144,075 

303.438 

4 

36 

it; 

/ 0 

144,075 

449,662 

5 

£6 

12 

/ 3 

115,742 

566,559 

6 

66 

1? 

LJ o 

115,742 

683,353 

7 

e6 

14 

(1,601, 

000) 

(1,455,256) 

0 

a 

66 

IS 

0 

62,406 

62,406 

9 

e6 

16 

X. 0 

62,408 

165,400 

10 

66 

1" 

X 0 

82,408 

248,960 

11 

66 

16 

\ 0 

49,075 

299,619 

12 

66 

19 


49,075 

SI, 013 

1 

87 

20 

(1,600, 

£0Q> 

s(l ,550,925) 

3 

2 

67 

21 



9,903 

9,906 

3 

67 

22 


cN 

v X9,906 

19,667 

4 

67 

2: 


a 

X. 9X08 

29,93s 

s 

67 

24 


0 

Xs, 90S. 

40,056 

6 

67 

25 


0 

9>906 X 

V 50,248 

7 

67 

24 

( 1 ,597 

000) 

(1,567,0921 

\ 0 

a 

67 

27 


0 

9,906 N 

V 9>903 

9 

67 

25 


0 

9,906 

\i9,ea> 

10 

67 

29 


0 

9,906 

29^936 

11 

87 

3C 


0 

9,908 

40,056 

12 

67 

31 


a 

9,906 

50,243" 

1 

ea 

32 

( 1 ,S99 

000) 

(1,569,092) 

0 

2 

ea 

3: 

V ° 

(9,253) 

0 


23, 

(1 

(ia 


1 ) 00,000 

111 , 000 ) 

596,396) 


I'ET 
3 AYM£NT 

0 
Q 
0 

-9- 


FSEScNT 

VALLE 

I^ET 

FAYrS^T 

0 
0 
0 


clmjl.-*: J= 


PAV-E .7 



(265,14c) <26= 


= ) 



(26r 
< 26 = 

<26 £ 

<26= *.-=) ' 


= )\ 
.--5) ) 


<97 


- 5 ) 
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1 

2 

3 

4 

5 

6 

7 

e 

7 

10 

11 

12 

1 

2 

3 

4 

5 

6 

7 

C 

7 

10 

11 

12 

1 

2 

3 

4 

5 

a 

7 

6 

7 

10 

11 

12 

1 

2 

3 

4 

5 

6 

7 


265 



DKSN001409 


266 


ii < 5-' , av-c5 

09-ttav-£5 



STATE POLICE PROPOSAL ANALYSIS 
RAAEY - HUTTON - LASSITER 


rmc i^g=Tr-tTMT cat 


MONTHLY/ 


LESS THAN 1 YEAR 
1 TO 5 YEAR5 


OISCCLNT INTEREST RATE 
RESERVE rue INTEREST -R ATS 


INITIAL EQUIPMENT PAYMENT FlACh 
INITIAL RESERVE FUMj: 

‘—PRESENT VALLE NET PAYMENTS ^ 


. OAT 


MO YR NO | — ^ 


BOO 

PAYMENT 


NET 

REVENUE 


65 

65 

65 

65 


10 65 

11 65 

12 65 


169: 

175. 

1 75 


737 

591 

-SSI- 


total 

NET] 

RD*€M£ 

jitH 

INTEREST] 

189.757 
366,672 
544. pen 


0 

□ 

a 

<876.215) 


175, 

173 

175: 

<700 


591 

591 

591 

624) 


724 . 320 
905.052 
1.C67.053 
394.129 


2 

66 


0 


175,591 

752,157 

3 

e 6 

12 / 

a 


161.424 

910.9C9 

4 

66 

11 / 

0 


161,424 

1,066,641 

5 

66 

12J 

0 


133, G91 

1,227,631 

6 

66 

13 <1,796,215) 

<1 

,663,124) 

a 

7 

e 6 

14 

0 


133,091 

133,091 

6 

66 

llTN 

0 


99,757 

233,791 

9 

66 

16 N. 

0 


99,757 

335, 2C4 

10 

66 

l 7 \ 

0 


99,757 

437,336 

11 

66 

16 

Xa 


66,424 

506,657 

12 

66 

1 ? < 1 , 700,2134 

<1 

,721.791) 

0 

1 

67 

20 

NO 


66,424 

66,424 

2 

07 

2 t 



N27.237 

94,152 

3 

07 

22 

a 


2N257 

122,076 

4 

07 

2 ? 

0 


N27.X? 

150,190 

5 

07 

24 

0 


2X57 ^ 

V 170.519 

6 

07 

25 < 1 , 794! 

,040) 

<1 

,767,253) 

\ a 

7 

07 

2 L 

0 


27.257N 

v X«2S7 



6.507. 

0.717. 


iG.cor. 

a 537. 


i a . cot 

0.637. 


•• q spy- 


23. 

cca.oco 




970.575 



(10. 

101.7C0) 






CLMLLATIVE 



PRESENT 

FRESENT 



VALUE 

VALUE 


1 NET 

NET 

NET 


FAYMENT 

PAYMENT 

PAYMENT r 


0 

* G 

G / 


0 

0 

q/ 


n 

n 


0 

a 

0 

G 

0 

0 

0 

0 

0 

0 

0 

0 

g__ 

&_ 

- 

a 

0 

s. 

a 

0 

X 

0 

0 

0 \ 

□ 

a 

0 l 

(426,790) 

(303,150) 

<303,150) 

0 

0 

(303.160) 


<1.211. 


(363.150) 

. i5G) 
*150) 
v(363,l3 

<1.034,639) <1^17,769\ 


<1,290,305) 


< 1 , 

417, 

769) 

< 1 . 

.417, 

.739) 

< 1 , 

,417] 

1769) 

<1 

,417 

7S9 ) 

< 1 , 

>417/ 

[769) 

< 2 . 

.703 

,094) 

< 2 . 

.708. 

,094) 

<z 

/7CQ 

,094) 


.700: 

1 G94) 

<2 

,700 

,094) 


12 07 


U.2S3.946) 
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2 

3 

4 

5 

6 

7 

a 

9 

IQ 

11 

12 

1 

3 

4 

5 

6 

7 

a 

9 

10 

11 

12 

1 

2 

3 

4 

5 

6 

7 

a 

9 

10 

u 

12 

1 

2 

3 

4 

5 

6 

7 

a 

9 

IQ 

11 

12 

1 

2 

3 

4 

5 

6 

7 

a 
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88 

33 

Q 

09-Mav-65 

8,091 

35,54. 

0 

0 

68 

34 

0 

8,091 

43,833 

0 

0 

68 

25 

r\ J 

8,091 

52,285 

G 

0 

ea 

36 

\ 0 

8,091 

60,746 

0 

0 

ES 

37 

(\, 796, 215) 

( 1,768,124) 

u 

(1,726,946) 

(1,270,260) 

68 

38 

0 

e,09l 

8,091 

U 

0 


68 

68 

63 

68 


68 43 

69 44 


89 

89 

89 

89 

69 

69 

69 

89 

69 

89 
69 

90 
90 


<3.962,340) 

(3,962,040) 

(3,962,040) 

(3,962,040) 


( 5 , 


-o- 
0 
0 
a 

(1,790,615) 


8x691 — 

8,091 

8,091 

8,091 

(1,782,524) 


16)22 9 

24,444 

32,708 

41,020 

0 


232,400y 
2 32 r tirCO ) 


-9 — (4 
0 (5,232,400) 

0 (5,232,400) 

0 (5,232,400) 


□ 
a 
a 
o 
a 

(1,769,265) 

Q 

a 
a 
a 
a 

,794,327) 

a 
a 


(1,741,203) (1,216,631) (6,451,031) 
TSTS0t-r321) 
(6,451 ,03 lX 
<6,451 ,031 M 
(6,451,031) 
(6,451,031) 
(7,609,570) 

(7.609.570) 

(7.609.570) 

(7.609.570) 
(7,609,570) 
(7,609,570) 

(8.715.041) 

(8.715.041) / 
(0,715, Q41> 


8,091 

BTOVYI 

0“ 

(T- 

8,091 

16,229 


0 

a 

8,091 

24,444 


0 

a 

8.091 

22,706 


a 

a 

8,091 

41,020 


a 

Q 

rQl , 174 ) 

Q 

<lf" 

’29,553) 

(1,158,539) 

8,091 

Q.Q91 


a 

a 

8,091 

16,239 


a 

□ 

8,091 

24 , 444 


a 

a 

8,091 

32,706 


a 

a 

8,091 

41,020 


0 

a 

766,226) 

0 

( 1 ,' 

'44,915) 

(1,105,472) 

6,091 

8,091 


a 

i 0 

0,091 

16,239 


Q 

0 


90 

se 

cr- 

0,-091 

24J441 1 

0- 

0- 

(6, 7l5rru4l ) 

90 

59 

Q 

8,091 

32,708 

a 

a 

(6,715,041) 

90 

60 

a 

8,091 

41,030 

0 

0 

(6,715,041) 

90 

61 

( 1 »793»G90> 

( 1,764,999) 

0 

(1,743,676) 

(1,051,029) 

(9,766,070) 

90 

62 

a 

8,091 

8,091 

a 

0 

(9,766,070) 
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c 

:o 

11 

12 

1 

3 

4 

5 

£ 

7 

a 

9 

10 

n 

12 

1 

2 

3 

4 

5 

6 

7 

a 

9 

10 

11 

12 

1 

2 

3 

4 

6 

7 

3 

9 

10 

11 

12 
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0 

a 

,789,502) 

a 

n 

8,091 

8,091 

(1,781,411) 
8,091 
9,091 

32,708 

41,020 

a 

8.091 

16,239, 

0 

8*091 

24*444| 

0 

8,091 

32,708) 

a 

8*091 

41,020 

,794,832) 

(1, 786, 741) 

d 

a 

8,091 

8»09l| 

0 

8,091 

16,239) 

a 

e,09i 

24,444 

a 

8,091 

32 , 7C0l 

0 

8,091 

41.0301 

,792,852) 

(1,784*761) 

□ 

0 

8*091 

8.091! 

0 

8*091 

16*239) 

a 

8,091 

24*444) 

n 

A.H91 

0 

8,091 

41,020 

,772*603) 

(1*784.512) 

0 

0 

8,091 

8,091 

0 

8,091 

16,239 

- 0- 

8^54 

24 >444 ■ ■ 




0 (17, 

0 (17,196, 1S£)\ 
(£37*672) ( 17 ,833, 526 )\ 
0 ( 17*833,328) \ 
C (17,833*578) 

0 (17*833,828) 
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STATE POLICE PROPOSAL ANALYSIS 
CAGES SULLIVAN - PROPOSAL I 


PROCEEDS INVESTMENT RATE 


LEES THAN 1 YEAR 
1 TO S YEARS 


DISCOUNT INTEREST RATE 


--=75u7 T" 
10.007. 


10.007. 




RESERVE FLNO 

INTEREST Rape 




10.007. 

o.=r 



if/ITl AL EQUIPMENT PAYMENT FlJSO = 

73, 

cco.ooo 


'■ 



INITIAL RESERVE FUND '• 


2, 

766,933 





! 

I 

LJ 

5 

NET PAYMENTS ; 


(19, 

997.113) 







TOTAL 




cupula" : ,s 





LEI 



PRESENT 

rrcrc ■ 

DATE 



REVENUE 



VALUE 

VAL.S 



SOLO 

NET 



NET 

NET 

,'E” 

MO 

YR NO. 

PAYMENT 

! — i 

REVENUE 

1NTERE51 


PAYMENT 

payment 

FaYMS’." 

6 

es 1 

i \ o 

204,726 

206 , 724 


0 

k 0 

; 

7 

es \ 

l\l,S79,3S4> 

(1,388,796) 

C 

<1. 

162,622) 

(1,163,155) 

< 1,163, Irr 

a 

es ; 

3 Viy 0 

190,55a 

190>55q 

i 

0 

0 

(i,163_>H 


9 

es 

i 


0 

190,-=3 — 

— 362 X6= 

10 

es 

l 


0 

190,558 

575,732 

11 

85 

6 


0 

190,558 

770,368 

12 

85 

t 

a 


0 

190, ssa 

966,363 

1 

66 

(1,574,729) 

(1,364.171) 

0 

2 

86 

? 


Q 

190,558 

190,555 

3 

86 

10- 

/ 

0 

176,391 

368,299 

4 

86 


/ 

Q 

176,391 

547,299 

s 

e6 

it 

/ 

a 

148,058 

699,233 

6 

£6 

13 


G 

146.058 

652,244 

7 

06 

14 

(1,583 

,154) 

(1,435,096) 

0 

a 

86 

1S-. 


0 

114,724 

114,724 

9 

66 

4 


0 

114,724 

230,262 

10 

86 

17 


0 

116,726 

346,617 

11 

e6 

16 


v 0 

81,391 

430,463 

12 

86 

1? 



81,391 

514,904 

1 

87 

20 

(1,575 


sT 1,494,263) 

0 

2 

87 




X. 42,224 

42,224 

3 

87 

4 


0 s 

X *2.224 

64,748 

4 

87 

2B 


a 

/ 

t- 

M 

4 

127,573 

s 

87 

26 


a 

&2.22X 

170,701 

6 

87 

25 


0 

42/226 

\ 214,134 



<1.577 


< 1 » 524 * 30S 
4*2.226 
62.224 
42,226 
42 , 226 
42,226 
<1,SZ6,6GS> 
23,056 
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5 

6 

7 

a 

9 

10 

ii 

12 

1 

2 

4 

4 

5 

6 

7 

a 

9 

10 

n 

12 

1 

2 

3 

4 

5 

5 

7 

a 

9 

10 

11 

12 

1 

2 

3 

4 

5 

6 

7 

a 

9 

10 

11 

12 

1 

2 

3 

4 

5 

7 

8 

9 

10 
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dksnoo/4 


11 

1- 

1 

2 

3 

4 

3 

6 

7 

8 

9 

10 

11 

12 

1 

2 

3 

4 

5 

6 

7 

a 

9 

10 

11 

12 

1 

2 

3 

4 

S 

6 

7 

a 

9 

10 

n 

12 

1 

2 

3 

4 

5 

6 

7 

a 

9 

10 

11 

12 

1 

2 

3 

L 

3 

6 
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7 

5 

9 

IQ 

11 

12 

1 

2 

3 

4 

5 

6 

7 


272 


97 156 
97 147 
97 140 


-1612661 (1.612,661) 


(1.612,661) 

0 

□ 


(441, 873) (10, 001, 966) 
Q (10,001,966) 
0 (10,001,966) 
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OATE 


STATE rCL tCE PROPOSAL ANALYSIS 
OASES SULLIVAN - PROPOSAL I: 


ECr^rPOCEEDS 1 VESTMENT RATi 


■ AN I YCAW 

1 TO 5 YEAE5 

015C0LNT INTEREST RATE 
RESRVE FLN3 INTEREST RATE 

INITIAL EGUtFrENT PAYMENT FLMD- 
t INITIAL RESERVE FLNJ ; 

PRESENT VALLE NET PAYMENTS : 


300 

payi^nt 


a .SGr . - 

la.aor. 


ia.GCr. 

10.QGT. 


l7. 
Q.cj 7. 


G.S3T. 
Q . 537. 


23,ciGa,caa 
2,}66,933 
(20. oil. =33) 



(1,639,610) 
~TT 

a 
a 
o 
o 


a, 656, 


<i*e&i, 



1=00 

lVU, 

, = 0 = 

176, 

391 

363, 

299 

176. 

,391 

547, 

,299 

14Q, 

G53 

699, 

,233 

146. 

, G53 

£52, 

,244 

671, 

Q4Q) 


a 

114, 

,724 

114, 

,724 

114, 

724 

230, 

,262 

114, 

,724 

346 

,617 

31, 

>391 

430, 

,463 

31, 

,391 

514, 

,904 

,775, 

GS7) 


G 

,42, 

,Z24 

42 

,224 


,224 

£4 , 

,743 

slz 

7224 

127 

,573 


22K 

170, 

»7C! 

42 

7224 X 

s. 214 

,134 


CLMJLATIVE 
PRESENT PRESENT 

VALLE VA^lE 

NET NET 

PAYMENT FAYMEN" 


( 1 . 447 , 741 ) (1,42^,910) (1,423.910) 

a a (i»423.9iay 

9 3 — ( i , 4 23 t -tTu> 

G (1,423.910) 

0 <1, 423.910) 

Q (1,423.913) 
(632.413) (2,056,323) 
t056t323) 



(i.e63, 


(1,819.: 

42,224 
42,224 
42,224 
42,224 
42,224 
(1,820,924) 
23,035 


n 


.272) (1, 


“0 — a. 

G (2,G56,323> 

(2.056.323) ^ 

(2.056.323) 
(2,056,323) 
(2,779,933) 
(2,779,933) 

779,933) 
933) 
7797933 ) 
(2X?79,933 
(3. 6^4, 277 )N 
(3,644V 277) 
<3.644.1 

(3,644, 

\ 3 , £44 , 

( 3 , 644 ,jZT7 ) 
(S» 13^4691 ) 

(5.136.691) 
<S^36,69l> 

136,691) 

(5.136.691) 
(5,136,69^ 
(6,367^74) 
(6,3^574) 
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l 

ea 

24 a 

23,053 

46.279 

0 

3 

(6.367,574) 


aa 

25 0 

23,058 

69 , 6S4 

a 

u 

(6,367,574) 

5 

68 

26 a 

23.C58 

93,216 

a 

2 

(6,267,574) 

6 

aa 

37[ \ 0 

23,056 

116,934 

0 

G 

(6,367,574) 

7 

ea 

36j (1,638,460) 

(1, £15, 402) 

a 

(1,697,640) 

(1,238,480) 

(7,606,054) 

a 

ea 

39 ) \ a 

23,053 

23,055 

0 

3 

(7,606,054) 

3 

ea 

40| V o 

23,055 

46 , 279 

a 

G 

(7,606,05^ 


iq aa 
ii ea 


12 89 


9 90 



6 9 ,664 

93.216 

116.934 
0 

23.053 

46.279 

69,664 
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09-May-SS 

G9-Mav-6S 


STATE POLICE FROPOSAL ANALYSIS 
FIRST CAPITAL RESOURCES CCRFCRAT1CN 

ANJUAL 

MONTH 

PROCEEDS INVESTMENT RATE 



LESS THAN 1 YEAR 

Q. 507. 

0.717. 

1 TO 5 YEARS 

10.007. 

0.637. 

INTEREST RATE 

10,007. 

CLQ37. 


RESERVE FIND INTEREST RATE 

INITIAL ECUIFMENT PAYMENT FIND 
LtNIT IAL RESERVE FIND: 

PRESENT VALUE MET PAYMENTS ; 
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MINUTES OF ARKANSAS STATE POLICE COMMISSION MEETING 
MAY 10. I 90S 


A special meeting of the Arkansas State Police Commission 
held on May 10, 1 90S in the Board Room of Arkansas State Police^. 
AdiuTimfrartV^lleadgiiarters, J^atTTrTTReTdurces Dr I vt*, utile ilockT 

The meeting had been called to hear oral proposals from the 
four financial firms that had been selected by Lite financial Screening 
Conmltlee for consideration by the Commission to handle financing for 
the Arkansas State Police Commnnj cat ions System. 


The meeting was called 
/Chairman Rill Simpson. 

I MEMOEHS PRESENT: 


Bill Simpson. Chairman 
James D. Mashburn. Vice Cha liman 
Winthrop Paul Rockefeller, Secretary 
Chester Ilynes 
Johnny Mitchuiu 
Gene Raff 
James M. Tennyson 

\STATE POLICE PERSONNEL ATTENDING: 


Colonel T. L. Goodwin 
Ma'J or - Jim Tyler 
Lieutenant John Changers 
Sergeant Bill Young 
floral Van Dyer 
Mr. David Moseley 


o oner at 1:35 p.m. by Conuiission 


OTJIERS'ATTnmiNG^ 

Mr. Ed Erxlehen, State Purchasing Office 
Mr. Dudley Meadows, State Purchasing Office 
Mr. Mike Stormes, State Budget Office 

The Chairman confirmed that the press had been officially 

noli fled. 

^\uiUTES OF FINANCIAL SCREENING COMMITTEE: 

Major Tyler read the Minutes of a meeting of IheVipancia'l 
Screening Committee held on May 7, IQ8S. The Committee had selected' 
four financial firms to present oral proposals to the Coinutssi x 
The f(H»s 


Couin i 


A Joint Pro onsal from T. J. Raney, E. F. Mutton and 
saler aV 


Flrsjt Capital Resources 
»Vt PrbL 

hd Company 
Stephens ^\l nc . \ 

Comniss loner Hynes litoyed that the Minutes be accepted 
siouer Tennyson seconded. hoUoii carried iinanimnusly. 


Com ii I ss loner SimpsortN^presse4rapprecialion--torthe Screening 
Comiilljtee for the time and effort\Uiey had expended. 
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Ml fUmS L)r ARKANSAS STATC I'OLICE COMMISSION MELT INI*. 
MAY 10, 1905 - PAGE 2 


I’RESENTAT ION OF PROPOSALS: 


— Commissioner — S impson-announced-t he-erder^o f-presen La H on: 

L he oral proposals and staled Dial Lite order had been determined hy a 
drawing. lie also informed the pari it ipants lhat their proposal would 
he I Imiled to 30 minutes with 15 minutes al lolled for questions and 
answers after each proposal, lie requested lhal nnly represenlal i ves of 
the firm presenting the proposal be In the room during time of 
presentation: 


The order of presentaLioi 

1 . Oabbs Sul 1 i van 

2. Stephens, Inc. 

3. First Capital Resources 

4. T. >1. Raney, E. F. Million 


During the presentation 
were questioned concerning the federal 
Hutton firm. Mr. SLeve Cl a I burn, 
-manager nf Hutton's Houston, Texas 
Commission that the practices whicl 
three years ago and were slopped ii 


sen 
Puhl 
res* 
ined I 


as follows: 


Lasater and Company 


f Raiey, ihitlnn and Lasater, they 
harges of fraud against the 
or vice president and 
c Finance Division, told the 
lied In Die charges occurred 
lely when discovered. 

L it would not recur, 
plus interest. It did 
f fnance-Divis ion v/as~not - 


said steps had been taken to ensure the 
banU involved received full resti utioi 
invoTve cl ients '-inoney-and the Pub 
involved, lie s L a Led that the company's reputation had not been 
damaged hy the publicity and told of two large bond issues in which 
they had recently been involved. Hhen questioned as to whether the 
fines and restitutions had damaged the cnoipany's financial base, 
Ciuiluun noted lhat the fines and penalties were \2 .7 million and 
Id mi 1 1 inn had heeo~al lot ied _ forn rest i tut ion payments'^ and IhfsTotral^ 
loss than one percent of the company's $i bill inn capital base. 

/ After all proposals were presented, the Conan I s s I on entered 

jin la a discussion of the proposals with representatives of all firms 
present. 


^coi 

ih 


Commissioner Johnny Milclmm had prepared a brief summary and 
omparison of the four proposals aod distributed copies-lQthe Coimii ss ion. 
lTl>s cone 1 us ion was lhal they must accept the best coi/c^pl or^format rather 
lha>Klhe costs outlined, and that Raney, llullon, l asaler^of fered'Hlje 
best plan. ' s "'\ 

\ \ 

N ^oii»e of the firms at this l line requested permission loVevise x 
their ||h)posals as they fell there had been some misunderstanding \f 
the Act . NloweVer . the foniiiiss ion opposed any further delay. \ 

At this time, Count i ss loner Johnny H 1 1 chum moved lhal Railed, 
licit Lon ami Lasater besapproved to handle the financing for the Cnimiunical ion , 
System. Comniss loner Chester Hynes secniuled the mot inn. Motion cai/ried 
hy a ft ur to twn votX. wi itiiCommlss loners Milclmm, Hynes, Tennyson , /and 
RncLeftller voting "ayts!' aiuh<oiiinlss ioners Raff and Mashhurn voting "no. “ 

The Commission’^elecl^qwil 1 now be submitted to Ure 
Coimiuni cal ions Study Commi t teta N and t iTir -Lggisla Li ve 

Hr. Moseley was requested to write a letter expressing 
appreciation to all f I mis Lhal suhmHf.ed a proposal 




DKSN00I393 


281 


MINUTES OF ARKANSAS STATE POLICE COMMISSION MEET I NO 
MAY TO, I9IIS - PAGE 3 
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Jul •/ 10, 1985 


aeecm, 

■hacod'sHo 


call 


Wood , 
Ja_re 


11, Meison , haore; Re^res 
heelers oc the Technical Ad 
Gladden and 3ob Thocason. 


-by] Senator Kr.dk ":ieison”, C-.ai rracTT 
ehcaci 


A letter fma John Kennedy, Directc 
responding co che cocmizzee’s requel: 
agencies in Che Scace CapLzal oc pui 
filed by Che cccrciczti. 



A leccer and a report free John Kennedy, Director of zhe Deparzrer.z o: Cncpute r 


Se: 


che 

If 

an 

Co 

nad! 


cer fron John Kennedy, Direczar of 
ing Che Cncciztee's request far i: 
che Governor’s office -as filed. 


isor‘/ 


'XT.fih Ileijon , uraiman'T''- N ?resent ^ 
ivea John T- Miller, George, j and 
Cacnlzzee pceaenc --ere 3ud Austin , 


of Che Deparzcer.c of Cocpucer Services, 
sc fac information oq che financial impact co 
cchasing Che inzemal telephone wiring, was 



che Department a: Computer Sep- 
formation on zhe r.ev telethon^ 


vices, requesting zhe committee's advice or. acquiring an urvinzerrupcabie 


power supply far che Deparzner.z of Computer Services and ESD computer centers in 
MAC dull d ing was considered hv — i zz** kfl prsg eec s c lv e-J^eorgq asked 


thev^had scandby power, hr. Kennedy say chey have a diesel generhea:) buz r.oc 
uninterrupted power supply, hr. Thocascn said cr.az ic could cake eigjhc hours 
recover che dao^age fron a nllllsecor.d loss of power. Reprasen zaci-.\e filler 
cion chac che Deparzner.z go ahead wish che bidding process. Senacar 
Howell added chac Cher should cocrdinaze with Scace Purchasing, hocion passed. 


Kelsoa expressed his appreciacion far che pc^ 
yCoimiczes and for Cheir help. He asked Chen 
^ill Che vacancy on che oubcacsir zee. 


ey of c 
iole of 
eben of) che S 
hi 3 office had 
cor Howell asked if 
. hr. Erxlebea said 



oi^che Technical 

scions for 


lain 


a tor Ho will 


i' 

w 4 j 


Che Scace Police was recognized. He Introduce, 
cchqll, Williams, Selig, Jackson & Tucker Law fir 

arding che bond concracz. Sesacar Helson ^sked 
hasing Office if he had review 
jeed isiqt soce cecocmended changes 
hell firm represented ch 
ware three parties 

any ar.d an iadep 
Is an _ adv 

taxpayers . hr. Erxleb^ said it was a well coordinated 


lav fim 
aid he 


need 



e con- 


To che 


:axpayer 


revile wed corizacz. Any questions were "h«..fe r r a d co che A; 
besa of cheiir ability and knowledge, che c>*cjayer3 were 
Ho well 1 a 3 ked\Ms. Richey co explain cheir relatioh^vLp— c; 

responSibiUcfMi che law fim had Ms. Hi chey said chey had che responsibility 

co make sirre^^-h^^nds are validly and legally issued ca pracecz che scace and 
che investors. They are responsible to cake sure chac the bcnd3 cacpLy vtzh 
federal cax Laws so chac chey are cax exeep: far invescar3. This is a scrcng 
public purpose cype of financing. DKSNO^"/^” 

Senator Howell cade a motion ta approve che zcr.zrscz. hazier, r* « « "- 1 
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MEMORANDUM 


TO: 


SERGEANT DARRELL STAYTON 


FROM: 


INVESTIGATOR DON BIRDSONG 


^8 


REF: 


CONGRESSIONAL SUBPOENA 


DATE: 


APRIL 22, 1996 


In reference to the U S. Congressional Subpoena dated April 19, 1996, for any cnminai 
investigation concerning Danny Ray Lasater. prior to July 19. 1985, the following 
information is provided. 

There are two investigative files noted with the name Danny Ray Lasater. .An 
investigative rile identified as case number 58-689-86 which was actually opened in 1986 
by Investigator Doc Delaughter. Our records reflect the original case file was given to the 
U.S. Attorney's office and for some reason, we did not retain a copy of the file. A 
memorandum from Pat Ward, CID File Room Manager, is attached, which details the 
information on this file. The second file. A/O 16-750 refleas that St. Petersburg, Florida 
PD requested subscriber information on phone numbers, one of which listed to Andy's of 
America. Inc. which Dan Lasater was President. A copy of this file has been provide to 
you per the subpoena request. 

If you have any questions please contact me. 
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Lasater ^Company 

INVEST MEN T^B ANKERS 


TO: /Dan Lasater, George Locke, Dan Moudy 

FRO \\y^ Michael Drake 

DATE: April 3a,r-19S5 

JBJECT : St-^te Police Communications FinancY 


cate Police Commission will meet Friday, May 3,\1985 
narrow finalists for the referenced financing. In an' 
to familiarize you with the salient aspects of the deal and 
more specifically, our proposal, I am providing the foliowi 
ir/formation : 

Since the proposals were submitted well in advance of a tfinaijt 
d/ate, it is unlikely that the evaluation team will seriously 
aider rates. However, in the event they do, I have attached 
offering which came to market April 30, 1985 for comparison, 
dteal was insured (identical to ours), contained the same rat 
and was well received in the market. Thus, any claims tpat ^e 
low-balled the proposal are unfounded. 

Hoy to Explain our Position 

^commend we promote our proposal by suggesting that 
the selection process as having four distinct pirts: 




itissioners 


I\ Origination II. Structuring III. Marketing/ IV. Ovdrall Cost 


Origina tion : 
fall ana'-i/o 


+ + + 

Our team recognized th(e_need _fon -legislation last 
rked closely with the Governor's office to lobby for 
Administration support. Lawyers on our team and Lasater & Company 
investment bankers drafted the legislation permitting the financing, 
lobbyed for its passage in the House and Senate and aided the 
State Police Administration in designing a bill which reflected 
cheir needs. / 

II . \ Structuring : Lasater & Company has structured its proposal 

to provide the Arkansas State Police with limited x liabi|.ity (in 
the fottu of a revenue obligation rather than a general obligation) , 


•tu.i.mj Secret » Lucie Arljitvi* 72201 • SOI/ 17ft- cX)6*2 
/.njl I 800-6-1 1 -8072 • A.Ljomc Wjc* I - eJOO 482 84-76 

I. p\o»..useV' no E. Rm.wjcJ IMvJ • F» LjuJcrJjIc. FI..C1J4 U10I * 105/467- J< 
Wjc» X«00 127-6211 • FIuciOj XV*,* 1-800 4 U -2711 

niK*r SAiililin InvrMitc Pnin-uiun Corpttrjcion 
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State Police Communications Financing 
April 30, 1985 


provide for maximumea.rntng'g^tlmragh^^gressive arbitrage earnings 
(one year debt sendee reserve earnings versus six mos by our 
unpetition) atfd have structured the legislation to place the 
ate Polic^ Co ' * * ' ' * 


coi 
State 


Commission in control of the tran^ 


III. Marketing : Lasater, Raney and Hutton have a Combined mar- 
ket ing^aTHTTEy second to none in the Southwest. Distribution of 
securities outside th^State-is— of— primary concern inxnir effort 
to /mport capitaJ^toArkansas . No other^se^ious contender for 
tl\is f inane ing^can match our network of marketing strength. 

Overall Cost : Our proposal presented the most aggres ve 

bf all submitted with an overall cost of funds undetv 5. 0Z. Thus, 

/ regardless of what our competitors might suggest, ourVover 1 pro- 
'posal/cost is significant as it reflects our committment t 

Ar-Var/gaq and ita taxpayers . 
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Period 

Ending 


12/1/85 

6/1/80/ 

12/1/ad 

6/1/87 
12/1/87 
6/1/88 
12//1/88 
6/1/89 
0/1/89 
6/1/90 , 
12/1/90/ 
3/1/91/ 
12/1/91 
6/1/92 
12/1/92 
6/1/93 
12/1/93 
6/ 1/9tl 

ii/i/91 

G/1/95 

12h/95\ 


Totals $25,000,000 


Pag e 4 


DEBT SERVICE SCHEDULE 



8.00 

8.00 


135,000 

68.800 


Scheduled 
Debt Service 


OSRT\t 

Income 


8?6r-2J5 
1 , 796,215" 
1,788.215 


•207.404 

.207,404 

207,404 


Not Debt 
Service ^ 


1,794,840 

207/404 

1 , 587,436 

1,788,302 

207, 40X 

1, 580^898 

1,796.215 

207,404 N 

\ 1,588/811 

1,790,615 

207.404 

\1, 583, 211 

1.789,265 

207.404 

K581.861 

1.794,327 

207.404 

1/686.933 


. 668,81 1 , 
$88,81 vi\ tif 

Q0.811A : 


i j2 7 0lC> 
'} t 


7.00 

643,090 

1,793,090 

\ 207,404 

1, 


5,686 

7.00 

602,840 

1,787,840 

207,404 

1, 

,S 

0,436 

7.25 

561,365 

1.796,365 

207,404 

1, 

,58j 

8,961 

7.25 

516,596 

1,791,596 

207,404 

1, 

,58 

4,193 

7.50 

470.377 

1,790,377 

207,404 

1, 

,58 

,973 

7.50 

420,8/8 

1,790,877 

207,404 

1, 

,58 

: ,473 

7.70 

369,503 

1,789,502 

207.404 

1 ; 

,58 

: ,098 

7.70 

314.832 

1.794,832 

207,404. , 


,58 

,42E 

7.85 

257,852 

1.792,852 

879.302 J„ \ 

,58 

£,44< 

7.85 

197.603 

1,792,603 

957.403 ' 


5,200 


1,788,800-^1 


$11,712,948 $36,712,948 


EFFECTIVE ^OST OF BORROWING : V<L4rt 

‘M 



2o6/,i0f ten 


l 
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TC: 


TlU 


FROM: 


John Mitchell 


\ ?at 

1 \ 


SUBJECT: 


\ 


\ 


April 3, 1985 

Madison Cuaranty SilA ("Madison") 
Little Rock, Arkansas 
FHL33 No. 7601 


/ 


\t the request of Madison's management, a meeting was helcl/today atjl:00 p.a. 
ifi the\ Pueblo Room, FHLB oc Dallas. Attending were: Jomi Latham, QEO; Greg 

You^g, \F0; Sarah Worsham-Hawkins , Sr. V.?.; Jim Smith, Supervisory A^ent; 
John\Mitchell , Supervisory Analyst; Anna Mulligan, Supervisory Analyser, and 
Jim Boggs^\Supervisory Analyst, The purpose of the meeting w as for Ma dison's 
management' to become acquainted with regulatory—personne 1 and to discuss the 
business plan previously submitted by Maoison. 


The SA indicated general satisfaction with Madison’s business plan aa well as 
corrections and improvements tallowing the last examination report except that 
\the rapid growth has not been accompanied by p rop'd rciqnate increases in Net 
'Worth. Madison's business plan reflects pro j ected. total'-a^sets at December 
31\^1985 of 5100 million which would be 108 pe rcent' aanual grpwth over the 
fiscal year. Projected net worth is 51.5 million which''is oniy\l.5 percent of 
total^qssecs and insufficient to meet the minimum net worth requirement. The 
ins c itutr^on has grown at an annualized race of 192 percent C{irough\che first 
two mdnchs.of 1985. The SA advised chat, wichouc adequace net worth, the 
growth \fOuid s have to be curtailed. Ms. Hawkins stated that, under the new 
reguljac idq, t'h^ estimated net worth requirement at March 31 would be \ 

51.13 million, apd net worth would be about $300,000 short of meeting that 
requirement . \JThe''\Associacion plans co issue S6C0.000 of preferred stock for 
which a buyer awaiting issuance .• and a second l9sue of an unknown amount 
will jfollow shortly thereafter. The business plan projects total assecs at 
5148 million at December\3l, 1987, and management professes concern for its 
net worth position aqd anHncenc co meet all regulatory requirements. 




A discussion was had regqrding\Madison ’ s service corporacipn development 
projects, with which we have a reasonable comfort level. /“The service 
corporation, Madison Financial CorporatiQn , is run by^J'im McDougal, who owns 
94 percent of Madison. Development has invoTvecT' purchase of relatively cheap 
raw ijand and development inco lots or craccs (1-5 acre; suitable fpr building. 
Maoison has financeu lot sales, bus^has not become involved in apy commercial 
ccnstjrucc ion loans incident co any developments. The pro j eccs .-are : 


CjTUCC i 


Mqpie Greek - \ highly successful resident ia 1. development just soucheasc 
of N 4.itcle Rock. Initial phases are sold uut, with later phases ever 70 
'percent sold. 


(2) 


Cold Mine Springs - A development in rural 
Within "he last ;vc weeks 
been salJ will be sold ;o 


north cencral Arkansas, 
this project is almost sold cut; what u as 
limited partnership. 


032901 


1 0 1 '4 0 ? fi 
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1(3) Green Tree Farms and Fair Oaks - two projects of 50-55 cractsiof 


I 


1 


\( 4 > 


acres each m Camden, Arkansas. Green Tree Farms is completely sold. 
Fair Oaks is over 70 percenc sold in 4 tnonchs. 


Campobello Island - A residencial cracc development la Nova Scotia. 

Sales have ac lease equalled Madison's investment in this project. 
Madison has of.ly a one-courth interest in this project by virtueof its 
one^half interesc in a joinc venture comprised oc two limitred 1 
\ partnerships. After the return of investment, some 3400 ^cres remain 
\ which can be developed. Madison is noc obligated to be a lender or 
participant in further development, though it may choose to later 
v 'participate. One acre tracts have been developed for'' summer homes, with 
\ plans by the joinc venturers to later build a hotpT, marina, e^c. 

\ \ . \ 

The 5 A advised chat Madison's grouch, invesemenr strategy and net worth 

comp Tiancev would be monitored closely. Though jth e institution was prnf «rah1<» 
($lO4,(j0Q/ in 1984 and shews a 5128,400 profit” for the first 2 months oc 
fiscal year 1935, che SA advised chat growth would have to be accompanied by 
adequate caplcal. 


JKM: 


bcc : ADRO/OES 
\D0/0ES 

^fate 

\ 

Documanc^Name : 34 20 


\ 



\ 
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Apni ia, isas 

TO: Jcr.n latr.aa 

fHCrt: Jls .^cCcu^al 

I want tftla preferred atocx satler cleared up immediately aa l 
need to go to Vaaniagton to sell atoex. 

v’M/33 
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Title *2 Toce sf Feoeral aegulatior.a s *52.3. 5 552.* Seociac. 5- 

* w* 

capital a tc ex 51 v« f ectral Association* the ri^nt vs utilica tire 
Pusir.ess ;r»c*.::s anc prsceoure sf Issuing preferred steel* 



IV tr.erefsre. fsllsvs : per 67- ‘8*5 anc the sav legs arc liar, 
pears ac:;::sg ?art III i{c) vr.at state asociatlor.o nave vr.e 
right vs i-aue irs.'srrse stesx. 

/ 

l. jT-c ’• 6 - Staves vr.av "vr.e : y- laws :f each’ as see la ties sr.all 

SescriPe •«* several <ir.es sr :Ua«a ef a. “.area . -vaiic^cr 

certificates wr.icr. it say irjj* ; vr.ir clearly i“- 

Cioates vr.ers say Pe sere v.ts.l Sne t-ass of i - zck ". 



57-522 - Calling in Shares. "Ar.y Wilting anc loan associative 
~ 4 -> iva Pylawa nay reserve the right anc power vs rrv'iire *v ar.y 
. — si»r*arT holder 3 r helpers cf any""Sr««Ail claaaea of ar.area , 
"T'^Vocic, sr certificates issued p^^^^eaceV^S^^^anty ?ernaner.v 
Share*. Vo aurrencer fer cancellation anc. payaerrt^ any cr all 

V > 

suer, pr.anea. stoc* cr certificates nelo Py Vr.es. -tor. r.cvits 
so vs Co within a reascnacle tine atateo in such novice." 


This ir.fiicaten sore vr.ar. one ciaaa of stoc* can Pe issued 
*\ air.es it Seals with sailing In snares . stoc* and eertif leaves 
>> * svr.er than Guaranty rsrsaner.t Shares. Since stock ia rsferrta 


\ 


to v twice In this statute, once wnore a claae can S® sallcc ir.. 


'*tn® other Vine wner® it cannot Pe called in, there oust vnere 
\ 'v j 

f crv. Pe aorOv^han one class of ata ctc^orsilaaa&le . 

Icr.tir.sec - ?are,2! , 7 

\... /' 
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w 


\ 


acock and vnos* affairs are aanaged by * board cf director* 4 
elected by the holders of sucn permanent capital ataae|g^- > ‘ 4 

% 

After issuance of preferred stock, “ad la on Cuaranry wouIdS*- a. 
ear.tir.ue ta fit under this definition. Had tnere. been any 
intention to restrict the issuance of preferred stock, it 
wcuid r.ave been very staple to insert language, here to do sc. 

oT-’.filfl - Permanent Capital Stock - Issuance - Par Value - 
Retirement of Stack. Tiers is nothir^ih this statue Uniting 
permanent capital stack ta^cne^sJecas af stock cr to being 
ejcclualvely ccecon stack. The purpose of tr.e statute is tr 
assure adequate cap itallta tier, cf a stack association. The 
; - area tarlsat tan af tr.e stack cr tr.e nuaeer cf classes tr.ereof 
•re irrelevant ir. terra af tr.e Steen being a capital base cf 

pay liabilities 

ia concerned, trie nature af the sourao'af capivalltatiar. is r.ct 
consequent**/. It is a aanageaer.t decision ta issue preferrec 
stacic as it provides a aear.s of increasing the aapltal in a 
cacpar.y typically without giving up any contra! 
cpe.-eiicn. 



\ 

v N 


\ 
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STATEMENT 


Resolution Trust Corporation 

Office *f Inspector General 
Office of Investigation 


Dace 


Little Rock, Arkansas 


I, Richard N. Massey . make the following statement to Phillip 
Sprague and Eric Nielson, who have identified themselves as Special 
Agents with the Resolution Trust Corporation, Office of Inspector 
General. This statement was prepared following my interview with 
Messrs. Sprague and Nielson on April 21, 1995, and is based on 
information I provided on that day. 

1 . Background . 

I was hired by the Rose Law Firm ("Rose") in May 1984 and was 
admitted to the Bar in August 1984. I was placed on the Rose Law 
Firm letterhead upon passing the Bar. As an associate, I was paid 
a straight salary with a modest year-end bonus. I became a member 
of the firm (commonly referred to as a partner) in February 1989. 
I have been in the Securities Section of Rose since joining the 
firm. My primary area of expertise is corporate finance, which 
includes providing legal assistance and advice to entities seeking 
to raise money through public or private transactions. I came to 
Rose because I believe it is one of the best firms in Arkansas and 
in the region in the field of corporate finance. 

2 . Rose's Conflicts Procedure . 

I have read Rose's Engagements and Conflicts policy, and I am 
generally familiar with it. To identify potential conflicts of 
interest. Rose attorneys follow the procedure set forth below: 
First . the attorney who is contacted by the potential client 
determines if the representation clearly would be adverse to a 
client known to him or her; if so, the attorney immediately rejects 
the representation or considers obtaining waivers from the 
appropriate clients. If the matter is declined, no forms are 
prepared and the attorney is not required to notify any other 
attorneys in the firm of his or her decision. Second, the attorney 
may ask some of the other attorneys in the firm if they know of a 
conflict. Third . if no conflicts have been identified thus far. 
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the attorney notifies all of the other attorneys in the firm of the 
proposed representation by e-mail and asks them to identify any 
potential conflicts. Typically the e-mail asks for responses by a 
specified date and time. Fourth , the attorney requests that the 
firm's conflicts database be checked for potential conflicts. 
Often that request is made by sending a copy of the e-mail to the 
administrative employee who maintains the conflicts database. 
Fifth , the names of new clients and matters are circulated 
throughout the firm in our Daily Briefs, also known as the "pink 
sheets". Sixth , at the end of each week a New Business Summary is 
circulated to the attorneys which identifies all the parties 
involved in new matters that week. Each step of the procedure is 
designed to elicit information from other attorneys in the firm 
about potential conflicts. 

Although I do not recall clearly the conflicts procedure used 
in 1985, I believe it was much the same. The primary differences 
between the procedure in 1985 and today are the result of improved 
technology. Today, the conflicts database is kept on a computer, 
while in 1985 it was, I believe, kept on index cards. Also, today 
the attorneys generally circulate an e-mail to other attorneys 
asking for known conflicts, while in 1985 we circulated a 
memorandum. In 1985, our conflicts database of index cards was 
kept by Willie Mae Ethridge. She was replaced by Connie Bull, who 
maintains the electronic database today. 

In general, there are two kinds of conflicts under the 
applicable rules of ethical conduct -- those that can be waived, 
and those that cannot. If the proposed representation would be 
directly adverse to a current client of the firm, then the firm may 
not accept the new matter unless the attorney reasonably believes 
the representation will not adversely affect the relationship with 
the other client and each client consents after consultation. If 
the proposed representation would be materially adverse to the 
interests of a former client of the firm, then the firm may not 
accept the new matter if it is the same as or substantially related 
to the matter for which the firm represented the former client, 
unless the client consents after consultation. Although many 
conflicts may be waived by the client, Rose often decides for 
business reasons not to request a waiver and simply declines the 
new matter. For instance, a client who agrees to waive a conflict 
might be less inclined to retain the firm again in another matter. 
I personally have never sought a waiver from a client. 
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If the conflicts procedure identifies a potential conflict, 
then an assessment must be made whether there is an actual conflict 
and, if so, whether it can be waived.- Often, that determination 
can be made by the attorneys involved. If they do not resolve the 
issue, then it is presented to the Conflicts Committee. I have 
never been a member of Rose's Conflicts Committee. The Conflicts 
Committee discusses the issue and communicates its decisions 
informally to the attorneys. The attorneys may appeal the 
Conflicts Committee's decision to the full firm. 

An important part of the conflicts procedure is the New Client 
Form. When a new matter is accepted, the responsible attorney 
submits a New Client Form to the firm's accounting department. 
That form identifies the parties who will be involved and 
identifies the matter. The New Client Form provides the 
information required by the accounting department to open a new 
account number, and it is used to create the new client/matter list 
in the Daily Briefs. That procedure has been in place since I 
started with Rose. 

3 . Rose's Prior Representation of Madison Guaranty . 

In 1985, I worked on two matters for Madison Guaranty Savings 
and Loan ("Madison Guaranty") -- a proposal to issue preferred 
stock, and a proposal to operate a broker-dealer subsidiary. Rose 
was not the primary outside counsel for Madison Guaranty. Rose did 
not provide savings and loan regulatory advice to Madison Guaranty; 
Madison Guaranty used another law firm for such regulatory matters 
instead. The matters I worked on involved corporate finance, for 
which Rose was particularly well suited because Rose is one of the 
best corporate securities firms in the region. 

I do not recall after the passage of ten years precisely how 
Rose was retained by Madison Guaranty. I recall that I had several 
conversations with John Latham, the president of Madison Guaranty, 
before Rose was first retained. In the fall of 1984 or spring of 
1985, I was a co-lecturer of a Securities Law class at the 
University of Arkansas at Little Rock, and Mr. Latham attended that 
class. Often, Mr. Latham spoke to me after class or called me on 
the telephone to discuss various securities law issues. On 
occasion, Mr. Latham's assistant, Pat Heritage, called with other 
questions about securities law. Generally, those questions 
involved how the corporate and securities laws would apply to 
various scenarios to raise money. I did not charge Madison 
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Guaranty for those informal conversations, although I encouraged 
Mr. Latham to retain Rose. 

a. The Proposal to Issue Preferred Stock . 

In the spring of 1985, Madison Guaranty retained Rose to work 
on a proposal to offer preferred stock. Madison Guaranty gave Rose 
a very narrow assignment -- to determine whether Madison Guaranty 
was permitted by Arkansas law to issue preferred stock. Madison 
Guaranty did not ask Rose whether or in what amounts it should 
raise money or whether it needed additional capital to meet 
regulatory requirements. 

The narrow assignment from Madison Guaranty involved a very 
straightforward legal issue. Under Arkansas law, a state -chartered 
savings and loan has the same powers as a corporation under the 
Arkansas Business Corporation Act, unless the savings and loan 
statute expressly states otherwise. Because the Arkansas Business 
Corporation Act clearly authorizes corporations to issue preferred 
stock, and because the Arkansas savings and loan statute does not 
state otherwise, I concluded that Arkansas law permitted Madison 
Guaranty to issue preferred stock. I personally did that research 
and analysis. Based on that straightforward analysis, it was clear 
that an Arkansas -chartered savings and loan could lawfully issue 
preferred stock and that the Arkansas Security Commissioner had 
little, if any, discretion to construe the law to the contrary. 

On April 30, 1985, I wrote a letter to Charles Handley of the 
Arkansas Securities Department (the "ASD" ) setting forth my 
analysis and conclusion on the preferred stock issue. The final 
paragraph of that letter states the legal conclusion I had reached: 

"Because the Arkansas statutes expressly give to an 
Arkansas chartered savings and loan all of the powers 
possessed by a corporation under the Arkansas Business 
Corporations Act, which powers include the power to 
create and issue a class of preferred capital stock, and 
because we find no express prohibition in Act 227 (the 
savings and loan statute] against the creation or 
issuance of such a class of preferred stock, we have 
concluded that Madison Guaranty's proposed capitalization 
plan is not inconsistent with Arkansas law. Should you 
require further information or assistance, please advise 
Hillary Rodham Clinton or Richard Massey of this firm." 
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I signed the letter "Rose Law Firm". I did so because, in my 
view, the letter stated a legal conclusion, and letters stating 
legal opinions or conclusions generally were signed in the name of 
the firm. The final paragraph of the April 30, 1985 letter 
provides my name and Ms. Clinton's name so the ASD would know who 
to contact for additional assistance or information. I included my 
name because I had analyzed the issue and prepared the letter; I 
included Ms. Clinton's name because she was the billing partner on 
this matter. 

Ms. Clinton was a partner in the Litigation Section of the 
firm. There is no fixed procedure at Rose by which a lawyer 
becomes the billing attorney on a matter, although Rose policy 
prohibits associates with less than three years' experience from 
being a billing attorney. At the time of the Madison Guaranty 
representation in 1985, I was a first-year associate and therefore 
could not be the billing attorney. I do not recall how Ms. Clinton 
became the billing attorney for this matter. Under the billing 
procedures at Rose, the billing attorney periodically receives 
reports from the accounting department of unbilled fees and 
expenses and prepares the bills to the client. Any other attorneys 
working on the matter may not necessarily know who else has charged 
time to that client matter number. 

I addressed my April 30 letter to Charles Handley because he 
was in charge of the day-to-day regulatory matters at the ASD. I 
have a vague recollection that prior to our engagement Mr. Latham 
may have called the ASD and asked whether Madison Guaranty could 
issue preferred stock, and that he was told to put his request in 
writing. Mr. Latham asked Rose to send such a letter, and I was 
assigned the task. I do not recall how I received the assignment. 
A copy of the April 30 letter also was sent to Beverly Bassett, the 
Arkansas Securities Commissioner. I do not recall why I sent a 
copy to her, although I assume it was. because she was the 
Securities Commissioner. 

The ASD replied by letter dated May 14, 1985. The ASD's 
letter says the ASD agreed with my legal conclusion that Madison 
Guaranty was not restricted by Arkansas law from issuing preferred 
stock. The letter is addressed to Ms. Clinton and begins with the 
salutation "Dear Hillary". I do not know why Ms. Bassett used that 
salutation. I suspect that she saw both my name and Ms. Clinton's 
name in my April 30 letter as persons to contact, and I was such a 
new attorney that she did not recognize my name. I do not place 
any special significance on the form of the greeting being "Dear 
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Hillary". I believe that she probably would have addressed any 
other Rose partner she knew in the same manner. I do not recall 
being present at any meetings with the ASD on the preferred stock 
issue . 

I have been shown a copy of a letter from Ms. Clinton to James 
McDougal dated May 23, 1985 concerning the ‘ASD's approval of the 
proposal to issue preferred stock. I do not believe that I wrote 
that letter. I have never met Mr. McDougal, and therefore 
correspondence from me to him would have been inappropriate . 

On October 25, 1985, I sent a letter to Mr. Latham enclosing 
documents I had drafted concerning the proposed issuance of 
preferred stock. X informed Mr. Latham that I would be out of the 
country until November 9, 1985, and I invited him to contact 
William Kennedy, then a partner in the Securities Section, if he 
had any questions. I do not recall any further work on the 
preferred stock matter after that letter. 

It has been suggested in the press that Rose used Ms. Clinton 
in an attempt to gain undue influence with the ASD cn this matter. 
That is absolutely not true. I included Ms. Clinton's name in my 
April 30, 1985 letter as a person to contact for more information 
solely because she was the billing partner on this matter. 
Moreover, this was a straightforward legal issue on which the 
Securities Commissioner had little, if any, discretion to disagree 
with our interpretation of the statutes. Therefore, there was no 
reason even to try to exercise any political influence on 
Ms. Bassett. In any event, to my knowledge Madison Guaranty never 
issued the preferred stock. 

b. The Proposal to Operate a Broker-Dealer . 

The second matter I recall working on for Madison Guaranty 
involved a proposal to operate a broker-dealer subsidiary. Madison 
Guaranty felt it could save money if it sold its preferred stock 
through its own broker-dealer, and it acquired a company with a 
broker-dealer license. I did not work on that acquisition. 
Mr. Latham asked me to prepare an application to the Arkansas 
Savings and Loan Advisory Board {"ASLAB") requesting permission to 
operate the broker/dealer. I believe that I performed nearly all 
of the work on this matter. I do not remember discussing the 
broker/dealer issue with Ms. Clinton, although it is possible I did 
so. I do not recall that Ms. Clinton played any part in presenting 
the issue to ASLAB. 
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The broker-dealer issue was, in my view, just; as 
straightforward as the preferred stock issue. Under Arkansas law, 
a state-chartered savings and loan had all of the powers of a 
federally-chartered institution. X concluded that federal law 
permitted a federally-chartered institution- to operate a broker- 
dealer in the manner in which Madison Guaranty sought to operate 
its own broker/dealer, which under applicable Arkansas statutes 
meant that state-chartered savings and loans could do -so as well. 
I viewed this as a relatively clear-cut legal issue for which ASLAB 
had little, if any, discretion to disagree. 

The billing attorney on this matter was Ms. Clinton. As with 
the preferred stock matter, Rose's policies prohibited me from 
being the billing attorney because I had practiced law less than 
three years. 

On May 14, 1985, I submitted the Application to the Arkansas 
Savings & Loan Association Board for Approval to Engage in 
Activities Not Specified in Article 5B of the Rules and Regulations 
of the Arkansas Savings & Loan Association Board (the 
"Application") on behalf of Madison Guaranty. The Application 
requested permission for Madison Guaranty to provide * brokerage 
services through a second-tier service corporation. I prepared the 
Application with information provided to me by Mr. Latham. I do 
not believe I submitted any financial statements with the 
Application . 

Mr. Handley of the Arkansas Securities Department responded to 
the Application by memorandum dated May 22, 1985. Mr. Handley's 
memorandum raised eleven highly detailed questions and comments to 
the Application. I considered Mr. Handley's comments to be 
excessive; for example, he quibbled with the Rule under which the 
Application was filed (comment 1). Mr. Handley's exhaustive review 
of the Application shows that Madison Guaranty did not receive any 
favorable treatment by ASLAB . 

In those comments, Mr. Handley raised for the first time 
questions about Madison Guaranty's financial status (comments 6-8) . 
His comment 8 refers to the audited financial statements of Madison 
Guaranty as of December 31, 1984. I do not believe I submitted 
those audited financial statements to ASLAB. It is my 
understanding that savings and loans chartered under Arkansas law 
are required to submit audited financial statements to ASLAB, and 
I suspect that is how Mr. Handley obtained them. In his comments, 
Mr. Handley also asked for current financial statements of Madison 
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Guaranty. I do not believe that ASLAB had the authority to 
condition its approval of a broker-dealer subsidiary on Madison 
Guaranty's financial condition. That is because the federal 
statute permits savings and loans to operate a broker-dealer 
without regard to financial condition, and state law did not 
separately impose a financial condition test. 

I submitted a response to Mr. Handley's comments in a letter 
dated June 17, 1985. I obtained all the information in that letter 
from Mr. Latham and others at Madison Guaranty. I submitted with 
that letter an unaudited balance sheet of Madison Financial 
Corporation as of May 30, 1985, unaudited financial statements of 
Madison Guaranty as of March 31, 1985, and the quarterly Minimum 
Net Worth calculations as of March 31, 1985. I was given those 
documents by Madison Guaranty. They all appear to me to have been 
prepared internally by Madison Guaranty rather than by its outside 
accountants. Frost & Company. I did not independently review the 
financial information for sufficiency or accuracy; instead, I 
relied on the expertise of the persons who prepared the financial 
statements.. My June 17, 1985 letter merely transmitted this 
information . 

Mr. Handley responded to my letter in a memorandum dated 
June 18, 1985. Mr. Handley raised several more highly detailed 
comments and questions about the Application. On page 1 of his 
memorandum, Mr. Handley also refers to Madison Guaranty's 
investments in Whitener & Associates and Campobello. I knew 
nothing about those investments. Mr. Handley also questioned 
Madison Guaranty's net worth and its adjustments to retained 
earnings. I knew very little about the Generally Accepted 
Accounting Principles (GAAP) and Regulatory Accounting Principles 
(RAP), under which those calculations were made. I am not an 
accountant, and I had no reason to independently question or verify 
those calculations, as this would have been clearly outside the 
scope of our engagement . 

I responded to Mr. Handley's comments in a letter dated 
July 10, 1985. I transmitted with that letter the most recent 
financial statements of Madison Financial Corporation, a worksheet 
calculating investments in Madison Financial Corporation by Madison 
Guaranty, and Madison Guaranty's unaudited balance sheet as of May 
31, 1985. All of the attachments to this letter were provided to 
me by Mr. Latham, and I believe they were prepared internally by 
Madison Guaranty rather than by Frost & Company. 
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Mr. Handley responded to the July 10 letter in a memorandum 
dated July 17, 1985. Once again, Mr. Handley raised several highly 
detailed questions about the proposal and about Madison Guaranty's 
financial status. Mr. Handley also questioned certain adjustments 
made to Madison Guaranty's net worth as of December 31, 1984 in its 
audited financial statements. Neither I nor, to my knowledge, any 
Rose lawyer performed or had reason to perform an independent 
analysis of those adjustments under RAP and GAAP. All of the 
financial information I transmitted to ASLAB was supplied to me by 
Mr. Latham or other employees of Madison Guaranty, and I relied on 
their expertise for its accuracy. Review or verification of 
financial information was outside the scope of Rose's engagement, 
which was simply to obtain approval to operate a broker/dealer. 

I responded to Mr. Handley's July 17 memorandum with a letter 
dated July 25, 1985. With that letter, I transmitted to ASLAJB , 

among other things, a letter signed by Mr. Latham and a letter 
signed by Michael D. Robinson of Frost & Company. The letters by 
Mr. Latham and by Mr. Robinson discussed the adjustments to Madison 
Guaranty's net worth as of December 31, 1985 under RAP and GAAP. 
I was generally aware that there were differences between RAP and 
GAAP because new accounting principles had been promulgated and had 
been discussed in the press. However, I did not independently 
review the analyses by Mr. Latham and by Mr. Robinson, nor did I 
discuss their letters with anyone to determine whether they had 
applied the* appropriate accounting principles correctly. I did not 
request these letters and I did not speak to anyone at Frost about 
its letter. Instead, I relied entirely on their financial 
expertise. My cover letter simply stated the conclusion that the 
adjustments to net worth were the results of differences between 
RAP and GAAP. I do not recall having any discussions with Mr. 
Latham or others about whether Madison Guaranty was solvent or 
about its financial condition generally. 

•w On approximately August 27, 1985, a meeting was held with 

AS LAB to discuss the Application. Mr. Latham and I attended on 
behalf of Madison Guaranty, and Ms. Bassett, Mr. Handley and 
perhaps another person attended for ASLAJB. Neither Ms. Clinton nor 
anyone else from Rose attended that meeting. At that meeting, 
Ms. Bassett informed us that she would not approve the Application 
until Madison Guaranty demonstrated its ability to meet regulatory 
net worth requirements by year-end. I do not recall any other 
meetings with ASLAB concerning the Application. 
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After the meeting, I prepared a letter responding to 
Ms. Bassett's concerns. I believe the response is in a letter 
dated September 9, 1985, although I have seen a substantially 
similar version of that letter dated August 30, 1985. In that 
letter, I described two transactions proposed by Madison 
Guaranty -- the sale of preferred stock and the sale of limited 
partnership units. The letter was written to explain to 
Ms. Bassett how Madison Guaranty intended to meet the applicable 
regulatory net worth requirements. I do not recall why there are 
minor differences in the August 30 and September 9 drafts of the 
letter. I believe Mr. Latham provided me with the information 
necessary to draft the letter. 

Ms. Bassett responded by letter dated October 17, 1985. 
Rather than authorizing Madison Guaranty to operate a broker-dealer 
subsidiary, Ms. Bassett conditioned the approval on Madison 
Guaranty actually meeting the regulatory net worth requirements by 
year-end. Because neither federal nor state law established net 
worth limitations on the ability of a savings and loan to operate 
a broker-dealer subsidiary,- I do not believe the Securities 
Commissioner had the authority or discretion to impose such a 
condition on the Application. To the best of my knowledge, Madison 
Guaranty did not raise additional capital, did not satisfy the net 
worth condition imposed by Ms. Bassett and therefore never operated 
a broker-dealer. 

I have been shown a copy of a letter from Stephen Cuffman, an 
attorney with Cuffman & Cuffman, to John Latham, dated October 9, 
1985. The letter appears to address the proposed preferred stock 
issue by Madison Guaranty. I have- not seen that letter before. 

c. Other Matters for Madison Guaranty . 

Mr. Latham told me that Madison Guaranty was considering 
forming a limited partnership and selling limited partnership 
units. I mentioned Madison Guaranty's idea to Mr. Kennedy, who had 
significant experience in such transactions. Mr. Kennedy agreed to 
be available in my absence to answer questions that Madison 
Guaranty might have about the idea. I do not recall any 
significant work on that issue. To my knowledge, Madison Guaranty 
did not sell limited partnership units. 

I have been shown copies of two letters from Pat Jones 
(Heritage) dated August 8, 1985 and August 9, 1985. At the time, 
Ms. Heritage was an assistant to Mr. Latham. Those letters refer 
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Frost lawsuit or savings and loan litigation work in general. I 
told Mr. Foster about my assistance to Madison Guaranty in the two 
matters described above. I asked Mr. Foster if he thought there 
was a conflict, and Mr. Foster said that he did not think so but 
would discuss it with the government. Mr. Foster also asked me 
whether Rose had done any other savings and loan work. Mr. Foster 
was always very careful, and he often informed clients about issues 
that were not actual conflicts. I do not recall when this 
conversation occurred, but it was some time before Rose agreed to 
represent the RTC in the Frost litigation. 

After I learned that Rose had been retained by the government 
in the Frost case, I asked Mr. Foster whether he had mentioned the 
prior representation of Madison Guaranty to the government. 
Mr. Foster said that he had discussed the issue with the 
government, but I do not believe he said who he had contacted. 
Mr. Foster told me that the government agreed that Rose's prior 
representation of Madison Guaranty did not pose a conflict of 
interest. Based upon my knowledge of Vince Foster as a careful 
lawyer of high integrity, I accept as true Mr. Foster's statement 
to me that he had discussed this issue with the government. 

5 . Other Matters . 

I have been asked if I know someone named E.J. Massey. I do 
not, although there are a number of Masseys in Arkansas, and 
conceivably I could be related to him or her. 

At the time I represented Madison Guaranty, I do not believe 
that I knew that Seth Ward was Webb Hubbell's father-in-law. I 
also do not believe that I knew Mr. Ward was on the Board of 
Directors of Madison Guaranty. Since doing the 1985 work for 
Madison Guaranty, I have learned Seth Ward is Mr. Hubbell's father- 
in-law. 

6 . Conclusion . 

I believe that Madison retained Rose to work on the preferred 
stock proposal and the broker-dealer proposal because Rose is among 
the best law firms in the region to perform such securities work. 
I doubt that Madison Guaranty hired Rose in an effort to use 
whatever influence Ms. Clinton may have had to impress the Arkansas 
regulators. That is because Madison Guaranty hired Rose only for 
narrow and straightforward securities law issues and used another 
law firm for its ongoing regulatory matters. To my knowledge, Rose 
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did not have any discussions with the regulators about whether 
Madison Guaranty was undercapitalized or solvent, nor did we try to 
persuade the regulators to keep Madison Guaranty open. 

I do not believe that the Arkansas regulators were influenced 
by Ms. Clinton's presence at Rose. In my view, the ASD and the 
ASLAB had little, if any, discretion to deny the requests submitted 
on behalf of Madison Guaranty. Nevertheless, Mr. Handley 
aggressively challenged the Application to operate a broker-dealer 
and raised numerous questions and comments at every turn. When 
ASLAB finally approved the Application, it imposed conditions that 
Madison Guaranty ultimately did not meet. 

The speculation that the work I did for Madison Guaranty 
created a conflict of interest in the Frost litigation is 
unfounded. I do not believe that I submitted to ASLAB any 
financial statements prepared by Frost. Further, I did not 
independently review or analyze Madison Guaranty's financial 
condition, nor did X have the expertise to do so. I do not recall 
ever having dealt with Frost regarding Madison. Instead, I relied 
on the expertise of the employees and accountants of Madiscn 
Guaranty who prepared its financial statements, and I simply 
transmitted that information to the regulators. 

I have read the foregoing statement consisting of 13 paces 
and it is true and accurate to the best of my knowledge and belief. 
I have initialed each page. 


Sign 
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Hr. James B. McDougal 
Chairman of the Board 
Bank of Kingston 
101 Public Square 
Kingston, AR 72742 

Dear Jims 


Pursuant to your discussion with Hillary Rodham 
Clinton, I am enclosing herewith a copy of our firm 
statement, dated December 23, 1981, covering services 
rendered in connection with the matter of the First 
National Bank of Huntsville v. Madison Bank and Trust. 

Very truly yours. 



C. J. Giroir, Jr. 


CJGjrssg 

Enel. 
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in ACCOUNT WITH 


ftOSC LAW FIRM 


• 20 CA*T roUWTM OTCST 
UTTLX MOCX. ARKANSAS 72201 
301 37»#I3I 


Mr. James B. McDougal 
Chairman of the Board 
Bank of Kingston 
Kingston, AR 72742 


December 23, 1981 


Tsx Utnufic+ttom nmm ± 4 r 7t 04J16I4 


for legal services and professional advice 

rendered by Vincent Foster, Jr., Carol Arnold 

and Mary Ellen Russell subsequent to our 

billing dated December 23, 1981 through Hay 

IS, 1982 in connection with the matter of 

First National Bank of Huntsville v. Madison 

Bank and Trust; Madison Chancery IE-81-112 — 


COSTS ADVANCED SUBSEQUENT TO OUR BILLING DATED 
DECEMBER 23, 1981 THROUGH JULY 31, 1982: 


Long distance telephone $ 91.17 
Xerox charges 21.40 
Extraordinary postage 1.56 
Package delivery expenses 6.70 
Supreme Court Clerk 100.00 
Computer Research 92.70 
Trevathan Printing Company S80. 10 


Total costs 

TOTAL FEES AND COSTS 


CJG/sg 


$ 5, 000. 00 


5 993.63 

$ 5,893.63 


0000 ^*° 
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MINUTES OF MADISON BANK AND TRUST 
BOARD MEETING 

The regular board meeting of Madison Bank and Trust met Tuesday, 
November 27, 1984 at the fedieon County Telephone office at 6;00 7M. 

All members were present, and Chairman McDougal announced a quorum 
was present and called the meeting to order. 

The first order of business was the discussion of the Auditor's 
Report and Management Letter. The Payroll Procedures and the Incan - 
plete loan Accounts were discussed. It was suggested chat the 
accountant instruct bank personnel in a method that would more 
accurately reflect withholding at each pay period. 

The bond was discussed. The high rate was of concern to the 
members. The Board instructed President Bunch to send a letter to 
State Bank Cannissioner to determine another possible course of 
action. 

The EDIC Report of Examination of August 24, 1984 was discussed. 
Thia report was discussed at board meeting in September in Fayetteville. 
Report again reviewed and discussed. Letter from Mr. Halvorson was 
made part of minutes on motion by Austin Smith, seconded by Julie 
Baldridge. It was approved unanimously. 

The minutes of the September meeting were read, reviewed, 
corrected, and approved unanimously. The loan portfolio was pro- 
duced by Mr. Bunch, with trouble loans high-lighted, and reviewed 
by Board. With loan reserve ratio in mind, it was believed the 
reserve was adequate baaed on this. 

'The Daily Statement was read, reviewed, and approved unanimously. 

It was noted that earnings were $69,048 with a L/D Ratio of 512 and the 
Capital Ratio of 7.62. _Tbe reduction in earn ings was attribtued to 
heavy accounting fe es for the audit and a payment of legal fees from 
1983 lawsuit. President Bunch noted it waa impossible that the bank s 
Capital Account could be evaluated because the accrual system on 
CD's was not daily. Beginning now, we will move to find a method 
for daily accrual. It also was noted that a $225,000 CD was accepted 
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MINUTES OF THE MADISON BANK AND TCDST 
BOARD MEETING 


ular monthly board meeting of Madison Bank and Trust met Tuesday, 
er 25, 1984 at the Hilton in Fayetteville, Arkansas at 2:00 PM. 
S.«mbers present were John Robertson, Jerry Pickingpaugh, and 
\ Thornton. Members present fran the State Bank Department were 
lark and Larry Hillyard. The members were admitted to the meeting 
ut objection. All the board members were present except Director 
BShrun and Director Austin Smith. 

triely classified loans were discussed sa follows: 

i - Proposing a 10% reduction in principal plus intereat. Suit 
f'be filed if there isn't a reduction in principal or if the loan is 
Iproperly secured. It will be charged off if the above arrangements are 

(tide. 

Has reduced his Loans to $58,000. 

•stated there were 2% overdue loans at examination. He 
extensions without principal reduction too nianerous. 

asked about periodic review system of loana and was in- 
that review does take place but was not properly documented in 
1 ninutes . 

•asked if there were any surprises on classification lists and 
fthia review would prevent such surprises. Board said they felt these 
i vere good loans.’ 

_ 1 said examiners were looking more at cash flew and ability 
than at collateral'. 

or*Steve Staith moved we amend minutes of last board meeting to reflect 
loan loss reserve amount is reviewed each month. 

pjtfl and earnings were reviewed. 7.5% at examination considered 
"iMHNHMBvn. He asked board what they intended to do 
Director Snith said he would move to reduce jumbo certificates 
expeditions way to raise capital ratio. 

(icna were discussed. Three overlines (over $60,200). 

reduced to conformity amount. 

$25,000 coming out by October board meeting, 

^ $100,000 still exce9B/still in court. 

capi^l reserve arrived at by next ooara 
eing no further business, meeting was adjq^med. V 
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fomton requested letter indetail on Cease and Desist Compliance 
the October board meeting. 

ark stated his office is pleased with the progress made and 
es board to continue on with good work and to pursue all charge- 
McDougal expressed thanks to examiners for courteous and 
nt work. The examiners departed and the board meeting continued. 

8* were read, reviewed, and approved unanimously. 

Statement read, reviewed, and approved unanimously. It was noted 
“ ninga were at $59,861 with L/D ratio at 55%. Blanket bond 
d. The audit is completed. Mr. Samples moved and Mr. Vaughn 
that Mr. Bunch have discretionary power to secure bond on time, 
^approved unanimously. 

i moved, Mr. Bunch seconded that action to transfer $50,000 from 
feed profits to surplus be rescinded. Adopted unanimously. 

an discussed. Directors asked 


i were discussed. _ 

«er scrutiny on this loan. 

i. loans r eviewed «. 

flS&Stofe 8 house deeded to bank. Will list immediately for sale 
, a t $40,0 00. 

~~ - This may be problem. Total loan is $25,000 with 

house worth in excess of $40,000 with first mortgage. At 45 
d ays, it is to go to attorney. Divorce impending. 

$5,000 in escrow for radio station. Mr. Bunch 
w ill call Pat Danaree regarding when sale of radio station. 

' ~ Ask f or collateral firat, then principal re- 
duction. on Huntsville Service & Supply note, 

, an^^his^can bring pressure. Hr. Bunch will proceed on this order 
‘a - Working and will pay. 

*- He has called and stated he needs more time. 

- Asked for renewal on loan for $31,500 with a $1,000 

|f- reduction in principal plus interest at prevailing rate. Julie 
re: Baldridge moved, Easterling seconded that loan be renewed at 
■ prevailing rate with a 1,000 reduction in principal plus interest. 
: ;Tt vas app roved unanimously. 

- Prosecuting attorney will be pursuing. Also will 
, ask bankruptcy court to declare this a "nondischargabie'* debt 
j to pursue at length. 

Fjira - We owe $5,000 for Huntsville move appeal, according to firm 
scussed the fact that new Lawyer sent to argue case. Mr. Vaughn 
McDougal seconded that Mr. Bunch will negotiate settlement with 
Approved unanimously. 

_al suggested books be adjusted to monthly payouts for annual 
S*and to pursue Wonder State diligently. He also suggested that 
, of capital reserve arrived at by next board meeting. 


Sing no further business', meeting was adj 
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Vinson &Elkins 

iTTnaMCVC A T I a \a/ ' 


ATTORNEYS AT LAW 


VINSON A ELKINS L L.P 


t he wiilaRD OFFICE BUILOinC 


I4SS PENNSYLVANIA AV£ . N W 


WASHINGTON. O.C. 20004-1008 


TELEPHONE (202) 639-4500 
FAX (202) 439-6604 


WRITER S TELEPHONE 


( 202) 639-6613 


April 18, 1996 


By Hand 

Alice Fisher, Esq. 

United States Senate 
Committee on Banking, Housing 
and Urban Affairs 
534 Dirksen Senate Ofc. Bldg. 

Washington, D.C. 20510-6075 

Re: Rose Law Firm 

Dear Alice: 

I am producing to you today documents numbered RS 002901 through RS 002908. These 
are the additional documents we recently located that I described to you yesterday concerning 
Madison Guaranty and Bank of Kingston files checked out of Rose's remote warehouse. In addition, 
I reviewed our production of documents concerning the Bank of Kingston. Although we had 
produced several fee credit reports, I discovered that a few pages were inadvertently not included 
in our prior production, and I am producing them to you today. 


Sincerely yours. 



Alden L. Atkins 


cc: ‘trance Cole [w/encls.] 

Ronald M. Clark 


HOUSTON OAILAS WASHINGTON. OC AUSTIN MOSCOW LONDON MEXICO CITY SINGAPORE 
Vmton & E'kint LLP <t « Rejutered Limited L Ability Pirtnerthip 
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FDIC 

FodaraJ Devoa\ Influnmc* Corporal ion 

Wasftinqtoo. P C- 20429 


CHtce cl Ugiatatlvo a 


April 30# 1956 


Honorable Alfcnse M. D' Amato 
Chairman 

Committee on 3anking, Housing# 
and urban Affairs 
United States Senace 
Washington, D.C. 20510 

Dear Mr . Chairman : 

Enclosed is the first set of documents that are responsive to 
Hebert J. Giuffra, Jr.'s letter, dated April 17, 1996. We have 
interpreted Mr. Giuffra' s letter to request documents that 
relate to fees and charges, including budgets, submitted by 
Pillsbury, Madison k Sutro (PM&s) to the Resolution Trust 
Corporation and Federal Detosit Insurance Corporation or 
seated by the RTC and FDIC. 

To assemble these documents ,’ we reviewed the Madison- related 
records of the following former RTC attorneys who worked cn the 
Madison Guaranty investigation: Terry Arbit, Melinda Xnanishu, 

James Igo, Mark Gabrellian, Thomas Hindes, Andrew Tomback# 

Ellen Xulka, and William Ccllishaw. In addition, we reviewed* 
the files of the current* FDIC attorneys working on the Madia or. 
Guaranty investigation - James Igo, M. Lauck Walton and John 
Thomas - for their responsive documents. As previously noted# 
all of the Madiscr.-relatad documents that have been collected 
by the FDIC and RTC are available for ycur staff's review. 

Please be advised that fee information submitted by PM&S 
relating to matters other than Madison Guaranty Savings & Loan 
was redacted. PM&S also redacted certain information on 
invoices that relate to clients ether than the RTC and FDIC. 

The enclosed responsive documents are bates numbered "S-TA00001 
through 102," "S-MMK00Q02 through 9," “S-JI00Q17 through 434," 
'•S-MGOOIOS through 700,” "S-TH00434 - 454," "5-2X00326 - 338," 
and "S-MLW00024. " 

Finally, enclosed is a complete, sec of the PM&S invoices which 
are maintained by the FDIC' s Legal Information System Section. 
We also are enclosing copies of all invoices submitted by PM&S 
which are included in the RTC Professional Liability Section 
central fileB and are now located in boxes 1-383 through 390 in 
the Madison storage room. 
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The FDIC as successor to the RTC expressly reserves its rights 
in the privileged and confidential nature of these documents. 
The production of these documents pursuant to your request and 
the subpoenas issued to the RTC and FDIC by the Special Commit- 
tee does not constitute a waiver of any privilege attaching to 
the documents, nor does it authorize any such waiver. 

We hope this information is of assistance to you. If you have 
any questions, please let me know. 


Sincerely, 



Alice C. Goodman 
Director 

Office of Legislative Affairs 


Enclosures 


bcc: Robert J. Giuffra, Jr- 

Chief Counsel (vit'noug enclosure) 
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5TH STORV of Level 1 primed in FULL format. 

Copyright 1993 The Times Minor Company 
Los Angeles Times 

November 7, 1993, Sunday, Home Edition 
SECTION: Part A; Page 17; Column l; National Desk 
LENGTH: 1909 words 

HEADLINE: FALLOUT FROM COLLAPSE OF S&L SHADOWS CLINTON; 

INQUIRY: TWO TARGETS OF CRIMINAL PROBES CHARGE THAT THE THEN-GOVERNOR HAD A ROLE 
IN THE DEBACLE. THE WHITE HOUSE STRONGLY DISPUTES THE ALLEGATIONS. 

BYLINE: By WILLIAM C. REMPEL and DOUGLAS FRANTZ. TIMES STAFF WRITERS 

DATELINE: LITTLE ROCK, Ark. 

BODY: 

The 1 989 failure of a small Arkansas savings and loan has triggered criminal 
probes targeting some of President Clinton’s oldest friends and political 
allies, compelling the President repeatedly to deny allegations that he had a 
role in the debacle. 

One of those longtime Clinton associates is James B. McDougal, former owner 
of the ill-fated Madison Guaranty Savings & Loan, who told The Times that he 
hired the then-governor’s wife, attorney Hillary Rodham Clinton, in 1984 because 
Clinton said his family needed financial help. 

David Hale, another longtime political supporter and former Clinton-appointed 
judge who is currently under federal indictment for loan fraud, said he made a 
S300.000 loan to McDougal’s wife in 1986 after Clinton personally asked him to 
help. 

That loan, backed by the Small Business Administration that subsidized Hale’s 
investment company, was never repaid. 

McDougal has acknowledged that SI 10,000 of that SBA-backed loan was invested 
in an Ozarks real estate venture in which the Clintons were half-owners. 

Both claims - that the governor lobbied the ailing thrift to hire his wife 
and that he urged Hale to loan money that went into a Clinton-owned business - 
have been strongly disputed by the White House. Clinton told reporters last week 
that he and his wife had done nothing improper. 

But such allegations, raising questions about possible conflicts of interest 
and abuse of office by the then-governor of Arkansas, continue to be nettlesome 
because they are coming not from Clinton’s critics but from some of his oldest 
friends and supporters. 

Take, for example, the story behind Hillary Clinton’s legal retainer. 

The matter first became an issue during last year’s presidential campaign 
when it was disclosed that Hillary Clinton had represented the savings and loan 
in an appeal for favorable action by the state securities commissioner, an 
appointee of her husband, the governor. 
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Los Angeles Times. November 7, 1993 

What had not been previously reported was McDougal’s explanation for hiring 
the governor’s wife. He provided this account in a recent interview with The 
Times: 

Early one morning about nine years ago. McDougal answered a knock at his 
office door from a winded and sweating Clinton, out on one of his morning jogs. 
Clinton was then struggling to retire campaign debts and to make ends meet on 
his S35,000-a-year salary. The governor expressed concern about his family’s 
financial condition and told McDougal that "things were tight," requesting that 
the savings and loan send some business to Hillary Clinton through her law firm. 

”1 asked him how much he needed, and Clinton said ’about $2,000 a month’ " 
McDougal said. Later that day, the Madison Guaranty owner said, he directed an 
S&L executive to immediately put Hillary Clinton’s Rose Law Firm on retainer for 
that amount. 

"I hired Hillary because Bill came in whimpering they needed help," 

McDougal told The Times. He said he had no specific legal work in mind when he 
hired Hillary Clinton. 

McDougal said he recalled the event vividly because he was so uncomfortable 
in the meeting — not over the retainer issue, but because throughout that 
morning conference, Clinton sat sweating in McDougal’s new leather desk chair, 
an expensive gift from his wife. 

There is no dispute that Hillary Clinton subsequently went on retainer for 
Madison Guaranty at S2,000 a month. But White House Press Secretary Dee Dee 
Myers said Clinton never sought business for his wife. 

"The President had nothing to do with it," Myers said. "He never solicited 
business for the Rose Law Firm or his wife. This never happened." 

McDougal, who was acquitted in 1990 of loan fraud charges stemming from his 
S&L’s collapse, acknowledged that he is the subject of a renewed criminal 
investigation into other aspects of the thrift’s failure. 

But White House efforts to discredit McDougal pose something of a dilemma 
since he was once a close friend and business partner of Clinton. It was their 
business arrangement that first brought Clinton some political embarrassment. 

Early in the 1992 presidential campaign, the New York Times disclosed their 
partnership in a speculative land venture called Whitewater Development. The 
Clintons and McDougals shared 50-50 interest in the Ozarks project from 1978 
until the very eve of the presidential inauguration. 

The Clintons reportedly lost money in the deal. However, the press account 
questioned whether the governor should have been in any kind of business 
relationship with the owner of a state-regulated savings and loan. 

Compounding concerns about such potential conflicts of interest was the 
disclosure that Hillary Clinton, while on retainer to Madison Guaranty, had 
represented the S&L in its appeal to the stale securities commissioner. 

Last week, the Washington Post reported that federal investigators are trying 
to determine whether McDougal may have improperly used Madison Guaranty funds 
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to help Clinton retire his 1984 campaign debt. 

In April, 1985, the S&L hosted a fund-raiser at its Main Street office to 
raise S35.000 for Clinton. Investigators suspect that S12,000 of that money may 
have come from overdrafts at the faltering financial institution. At the time, 
McDougal was trying to get state approval to raise new capital for the savings 
and loan- through various unconventional means. 

That approval later was granted after an exchange of correspondence between 
the newly appointed state securities commissioner and the Rose Law Firm, one of 
which was addressed to "Dear Hillary." 

Hillary Clinton has said she did only minimal work on the appeal and that 
there was no conflict of interest involved. Beverly Bassett Schaffer, the 
Clinton-appointed securities commissioner, said in an interview that Hillary 
Clinton’s role did not influence her approval of the appeal. 

Ultimately, the state-approved capitalization plans were not implemented, in 
pan because Madison Guaranty’s financial condition deteriorated too rapidly. 

Meanwhile, during the same period that Madison Guaranty was helping Clinton 
raise campaign money and paying a legal retainer to the governor’s wife, the 
state sent some business Madison Guaranty’s way as well. A state of Arkansas 
revenue office rented a vacant building controlled by the S&L. McDougal, 
according to published accounts, said Clinton had helped him get the contract. 

By early 1986, however, the condition of Madison Guaranty was sufficiently 
perilous that McDougal and others were especially concerned about a pending 
federal examination of their books and records. 

McDougal denied knowledge that his S&L was in trouble, but a previous bank 
examination in 1984 had already cited Madison Guaranty’s extensive real estate 
loans to entities controlled by McDougal and his associates. 

Examiners warned that the "viability of the institution is jeopardized 
through (its) current investment and lending practices in real estate 
development projects." 

Records show that McDougal had invested heavily in a number of real estate 
development deals, some of them with politically prominent people. Those loans 
and investments would result in another scathing bank examination report in 
1986. 

It was in anticipation of such criticism. Hale said, that McDougal asked him 
for help. It also is the origin of another disputed link between the failing S&L 
and Clinton. 

In a series of interviews. Hale provided this account: 

It was around February, 1986, when he was called to a meeting with Clinton in 
one of McDougal’s real estate development offices on the outskirts of Little 
Rock. 

At the time. Hale operated a family investment firm called Capital-Management 
Services, which loaned out venture capital to minority and disadvantaged 
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borrowers and which was subsidized by the SBA. According to Hale, McDougal had 
previously asked him to help clear up some potentially troublesome obligations 
involving "the political family" on the Madison Guaranty books. He said he came 
to leam that the family included Clinton, although he did not know details of 
the governor' s involvement with McDougal or the S&L. 

On one occasion, when Hale happened to be wailing for a ride on the steps of 
the state Capitol as Clinton passed, he said the governor approached and asked 
if Hale was going to be able to "help Jim and me out." 

Hale was a prominent Arkansas Democrat, and he and his family were longtime 
political supporters of Clinton. When the governor created the state’s first 
municipal small claims court, he named Hale as its first judge. By early 1986, 

Hale was running the biggest court in the stale. 

"I knew I had to help. There never was any question," Hale said. 

At the February meeting with Clinton and McDougal, Hale said discussions 
centered on how to structure a SI 50,000 loan using Hale’s SBA-backed fund. 

"Bill said they could use some raw land in the Ozarks as collateral, but that 
his name couldn't appear on any of the documents," Hale said, noting that he 
declined the offer of raw land as security since the SBA did not consider it 
reliable collateral. 

They agreed, Hale said, to make the loan in the name of Susan McDougal, the 
Madison Guaranty owner’s wife. Hale said that some days after the meeting with 
Clinton, McDougal asked Hale to raise the loan amount to S300.G00. The increase 
was not discussed with Clinton, he said. 

The White House said last week that Clinton had no recollection of any 
meeting with Hale about a loan. McDougal also said the meeting never occurred. 

However, not in dispute is the fact that Hale did make a S300.000 loan to 
Susan McDougal, doing business as Master Marketing. What happened to most of the 
money remains a mystery. 

According to McDougal and documents, SI 10,000 of that loan went toward a down 
payment on land for the Clinton-McDougal Whitewater Development project. 
McDougal said he made that investment without consulting the Clintons and the 
land was later lost to foreclosure. 

The S3 00,000 loan to Susan McDougal, now divorced from the former thrift 
owner, also went into default, contributing to a financial crisis in Hale’s 
SBA-backed fund that he contends led to his current legal problems. In July, he 
was indicted on three counts of loan fraud unrelated to the McDougal transaction 
and immediately resigned from the bench. He remains under investigation. 

While it has been more than four years since Madison Guaranty failed, costing 
U S. taxpayers about S47 million, criminal investigations arising from the 
failure continue. In recent weeks, sources say, federal regulators have asked 
U.S. Atty. Paula Casey, also a Clinton appointee, to investigate several other 
transactions at Madison Guaranty. As a result, McDougal — like Hale — remains 
under a cloud. 
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While House officials point to the criminal charges pending against Hale and 
the potential charges against McDougal as evidence that their stories about 
Clinton are not to be believed. Nonetheless, the Administration has been unable 
to quiet the controversy. 

Last week. Sen. Lauch Faircloth (R-N.C.) asked Atty. Gen. Janet Reno to 
appoint an independent counsel to look into the finances of Whitewater 
Development. Reno declined, saying the Justice Department can handle any 
necessary inquiry. 

On Thursday, Rep. John J. LaFalce (D-N.Y.), chairman of the House Small 
Business Committee, asked the SBA inspector general to investigate Hale’s 
$300,000 loan to Susan McDougal, including the $110,000 diversion to the Ozark 
property development. 

GRAPHIC: Photo, James B. McDougal Associated Press 
LANGUAGE: ENGLISH 
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Mr. Charles danley 

Arkansas Securities 2e partner, t 

One Capitol Mali 

little Rocx, Arkansas 7 2201 


?.e: Au merits ticn and issuance ci a class ci Preferred 

Stccx cy Madison Guaranty, a Savings and 
lean Chartered under tne laws ci tne State c : Arkansas 

Dear lir . nar.iey: 

Maciscn Guaranty, a Savings and loan cr.artared uncer tne 
laws ci tne State cf Arkansas, contemplates a taoitalitation 

plan w.-.srery it would authorize and issue a class c: truQSK 

preferred, stock* wni tn would cave '“prefer e nee as to di7idend^7*ae 
amounts paid-in 'licuicatiot. The question has arisen as ^to 
wnetrer an Arkansas cr.arterec Savings and Loan Association nay 
under Arkansas law create, authorise and issue a class ^o: 
preferred szzck . Fc r tne reasons stated below, we are or the 
opinion tnat a state cr.arterec savings and loan nay cc sc. 




Arkansas s 


a 575 136 4 (19 71) provides in pertinent part: 


■ (T) he Arkansas 3usiness Corporation Act, ... as 

£ / ’• amended, ... snail oe applicaole to permanent stoex savings anc 

Z y— loan associations created or operating under the provisions or 
^ />& t Ac t 227 of 1963 ... and such savings and loan associations sna — 

y enjoy the same powers and privileges and oe subject to tne same 
* _ \ duties, restrictions and liabilities as other corporations 

1 * *• i except so for as the same nay be limitec cr enlarged by - — e 
! provisions of Act 227 of 1953." 
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Mr . Charles Har.ia v 
Ascii 3 0 , 192 = 
race 2 


snort, c r. Ar k ansas cnarterec savings anc lean possesses 
all powers afforded is stock corporations ur.cer wa ' Arkansas 
Business Corporations Act, unless one Ar scans as Act 227 or 1963 , 
as amended ("Act 227*) proninits the exercise or suer, powers. 
It is clear tnat an Arkansas corporation is enpowerec to create 
anc issue a class or preferred snares or capital stooc (see Arse. 
Scat. /urn. 54*201 (19 55) ana 64*202 (1965)). Therefore, an 

Arkansas cnarterec savings and loan possessing general corporate 
powers nay autnenre and issue a class of preferrec stooc unless 
Act 227 or or. i ci is sues a capitalisation plan. 

We t find no provisions of Act 227 vnicr. expressly or 
impliedly pronioit one creation of a class of preferred stooc rv 

an Arkansas cnarterec savings anc loan association. .Aatner*, 

t.tere are references inrcucp.cut Art 227 inply me tnat several 
classes, inducing a preferred class, of capital stooc of an 
Arkansas savings anc loan nay exist. For an exaaple, see Ark. 
2 tat. Ann. 57581£=**1S 52) vnicr. requires tr.at tne oy lavs of. one 
state savings and loan association describe the "several kinds 
or classes of snares, stock cr certificates vnicr. it cay 

issue". Corner references to one existence of multiple classes 
of snares of ar. Arkansas savings and loan association nay be 
found in Arkansas Statutes £7$e22 -(1S6I) and z 7$ 1 32 5- •< 193 2) . 

Because tne Arkansas statutes expressly give to an Arkansas 
cnarterec savi mi loan ail of the covers possesses by a 
corporation uni.-; a Arkansas Business Corporations Act, vmor. 
powers induce tne power to create and issue a class of 

or e far : sc capita. stick, anc oecause w» f mo no express 
prcnidcion m Act 227 against one creaoion cr issuance of suer, 
a class cf preferrec sooex, ve nave conclucec or.ao Mac is cr. 
Guaranty's procosec capi oalir a ticn plan is noo inconsistent vitr. 
Arkansas lav. Sr.ould you require furtner information or 

assistance, please advise Hillary Podham Clinton or Hicr.arc 
Massey of tnis firm. 


Very truly yours. 



Parse Lav Firm 

A Professional Asscciaoion 

P.NM: .cr. 

cc: K on. Beverly Bassett 
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lillary ?.cdn.an dance a 
Rose Lav Tin 
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: Aurisrinacirn and Issuance cd a Class :: Trslin: Terek 'ey 

Haiiscr Suaranry ("Kadisna"} , a : i*.’_*.* s and Lear, .use rear ere 
a car re red under lavs ci :h; Sues r: Arkansas 


lear iallary: 

1 Have reviaved ycur -i Aaril K, lr£r, rscecccn; rrrrcsed 

avtierraarisr and cssuirce by ha dear a ad a class cd naa-veriat ::ii 
srrek. 


1 agree vial-, year analysis and erne las era = : zr.z cars rare vherher 
an Arkansas savings and lean i£3::uu:: ray uncar Arkansas 

lav ;:u:;, aucicrrre and is sc a a class ci crib scree sank- Arkansas 
lav eryressly gives scare chartered assreeareers all c.-.e rcvus sever, 
regular business earn crania ns under ::.t Arkansas 3 us iris s Cazro merer. 
Acr, in dr dies :ht never ra aucncriae and issue a red err sc carter! srsrk. 
currier, rhere is =o eccrress nrahiaicisn agamsc such accirn ccr.raer.se 
in rie Arkansas lavs grveming building and lean and savings and loan 
asscciarirns. Acacrdingly. as rie Savings and Lear. Suner-rscr , Z car. cur 
in your cnininn :r.a; Kacisca's craaosed caneralenatrnn alar, is r.cr 
iacrasisceac vend Arkansas lav. 
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SZTir' Zh2Z~ 

Savings a Lear. Sun er-iscr 


33/as 



RECEIVE 

MAY i : !S:. : 


335 


CA*»OV«. 

OAMC Cl.** 

JCIC-M ci»o.«. J- 
O-GC «. &*-*•««■*■ 

■ •C"T c. WiC. cs 
AMbCT C. »»»CC 
»*»t c«cgo*»t. m 
MOOM jO"C» 

, C CNT fOITC*. V". 
:»STC* l_ KVMCU 
im W. fttao Q 

ai*M c. »»»"0* 

. . A«T «OOU# CUM TO*. 

m*htit awes 
« aoc 

jam* ©•&■«▼ 
lua» m . aCMMCOT. 3 
:mmCTm ». SaCMtM 
tVtO A. MMlCMT 
MAbO M. CU*> 


ROSE LAW FIRM 

a ••O'CU'Sxi •llOCKXOa 

A7TCONCVS 

• 20 Cast rou*r« S»«CC» 
LITTLE HOCK. ARKANSAS 72201 

TCbCB-OaC »Oo 

rcicconc* noil JM-OO* 

U. M. »o»c 

illa.itll 


May 14, 1985 


c. ^o-cs 

r **O*0 4^ a. f Ml M 

S. AlNOiO 


111 Nicocc 

J'M «U«T£. #,. C - 
*■ Oavis t-omai. jm 
°* w, ° L. WILLIAMS 

CAfMcai«c LASxirca 

"C “»8 T. OOmovaa 


"AMTia «. TMOMA4 
SWSAa ■auto. h«lCam 
aiCRAao w. HAltci 

Sa*t Sacco 


J* CaITOk MILLlAMSOa 
CMABLCS m. «A>t« 

Of COUMSCL 


VIA HAND DELIVERY 
Mr. Charles Handley 

Arkansas Savings and Loan Supervisory Board 
Number 1, Capitol Mall 
Little Rock, Arkansas 72201 

Re: Madison Guaranty Savings and Loan Association 

Dear Mr. Handley: 

I attach one original ar.c five copies of an application to 
the Arkansas Savings and Loan Supervisory 3oarc filed on behalf 
of the above-r ef er encea association. Our firm's cnees for 
£10 .00 , representing the filing fee for this application, is 
also attached. 

Should you require additional information or clarification, 
please advise me. 

Very truly yours, 

'KLU 

Richard N. Massey 
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Statement of Application \ . '.1 


2 . 


Statement of Facts I 

\ ' / 

\Ana\lysis 

a. \The proposed activities are reasonably related^ 

:o the existing activities of the association^ . . 

v State Chartered savings and loan institutions 
aava general corporate powers, whicb-dnclude 
the^power to engage in the propo sed activity . 

Federal savings and loans may engage in 
broker/dealer activity and state savings and 
loans have the power to adopt any business . . 


. J 1 

./.i 


/ 

/• 


5 . 



oc; r.mP33 




338 


Statement of Application 
This is an application to the Arkansas Savings x and Lean 



not specified by^the Rules and Regulations of th^ASLAB. \This 
applibation/is submitted pursuant to Article 2, Sect von 3 

C "Rules or Practice and Procedure"] of the Rules and Regulations 

I / \ \ 

of the ASLAfl. The full name and address of the applicant y.s ' 
Madison/ Guaranty Savings & Loan, 16th and Main Streets, Little 


ci. 


Rock, Arkansas 72202. 

\ \ 

2 . Statement of Facts 

*Ae ^acts upon which this application is based are as 
follows! / 


Madison. Guaranty Savings & Loan Association ("Applicant 


I I 


k T 


proposes to offer certain brokerage services through a 
second-tier service corporation, the capital stock of which will 
be wholly-owned by Madison. A a a second-tiei^servlce^ 
corporationxthe broker/dealer will provide the g&neralxrange of 
brokerage s^^iu^e of f ered by other registered brokor\deai"^r3 . 
Suchj service* wll^^^ff ered primarily to customers of \ 

1- , purchase. 


ae that the brokerage firm be ; 

^ba r *icul* r categories of activities: 

/ j 

e or redemption of equity 
and debt securities on behalf of^and for the account of otners; 
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2. Assisting^gther service corpcrTrTcrvs^o^^adison as veil 
as entities unrelated to Madison in the implementation of 

private placement of securjj; las Such^rivate placements would 

involve^ securities^issued by entities related^to^Madisoi^r 
affiliates hereof, as well as those issued by entitles 
unreal at ed^ to Madison. 

l The/brokerage firm will be staffed with at least two^ \ 
individuals who have passed all requisite examinations and whlo 

I i i | 

are thoroughly trained in rendering such services. It is, 
anticipated that additional employees of the brokerage firm will 


recei 


\ "\ / / 

aive aporopriate training from the registered principals^o^ 

\ \ * / / i 

the brokerage firm. Personnel of the brokerage firm/may divi 

\ \ \ ? 

their time between their duties as savings^and-Toan employees 

and those as'sbrckerage employees; 

The broker/dealer would comply and maintain compliance with 
all {applicable state and federal reculations^Tegarding the 
existenceXxontinuing capital requirements, 
keeping andkemployee qualifications applicable 
broier/deaiersv^egistsred under state and federal 

fiStego ing\f acta and on the follc^ing/discussion 

*■ - \ / 

havesconcluded that it is permissible /for 



of at 


Madison to engage in the proposed brokerage activities. 

! a . Tlie proposed activities a r treason ably related" to the 
activiti'es. ofvthe association. 


RS 000635 


- 2 - 


340 



Brokerage acdv^^ffeTare reasonably related to the existing 
powers of sta^eas sedations , including trust powers. Although 

the investment powers 

/ ^ 

been limited to^tesidential mortgages, the investment pewetf of 

state^ and federal associations have been enlarged and 
associations now may invest in broader classes of securities^ 
Moreover, the marketplace has changed as much if not more\than 

! I \ I 

thei powers of savings and loan associations in recent year,s such 

I J j 

that investment in certain securities, and various derivative/ 

relationships that may attend such investments , are now / / 

\ \ / ■ 

u — ^ customary consumer alternatives to traditional 

savings\ank borrowing products. Further, investments in / 
securitieVsmay stimulate consumer saving and-h6rr owing to a^ 




sufficient decree that they are similar in nature and purpose of 
more traditional depository products-. 

' ^ is also a similarity between the ptg^seddnvestment 

state association’s trust power s . Ttanytr 
equity securities on behalf of trust 




• the relationship of trustee and 
I'hrokaring customer may differ significantly, 
iesf\£or''hhe account of custcaers^/s not J 

ing aecuritiee^for a trust. 


pttrchasing%and *e 
S^ate chartered saving^ and loan institutions h 


as/e 


general corporate towers, which include, the power to^enoage in 
the pronosed^activity . 
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Arkansas Statutes Annotated 6751864 provides: 


Hereafter the- Arkansas Business Corporation Act , Act 
576 of/1965, as amended [564-101 et seq.j, shall ne 
applicable to permanent^ CO clt say ings^and loan associations 
created or operating under the provision^of Act 227\of 
19 63 , as amended [5567-1801 - 67-1862]/ and such savings and 
loan association shall enjoy the same powers and^privi leges 
and be subject to the same duties/ restrictions and \ 
liabilities as other corporations/ except so far asVthe same 
inay be limited or enlarged by the provi sons' of Act 237 ofi^ 
f 1963/ as amended. If any provision of Act 227 of 1963, as 
amended, conflicts with the Arkansas Business Corporation 
ActJ the provisions of Act 227 of 1963, as amended, shall 
govern. I 


i^In short, unless specifically prohibited by Arkansas Akt.227 
of 1963 \< "Act 227"), a state savings and loan associ at ion/ envoys 
all powers afforded Arkansas corporations. Ark. Stat. Xna ./ £ 
645104 \l9&5) enumerates powers afforded Arkansas Corpor at fonajfc 
and specifically provides that corporationa^hallbave the 


. td' acquire, by purchase, subscription, gift, will or 
otherwise, and to own, hold, vote, sell, mortgage, lend, 
pledge or otherwise dispose or, and otherwise use and deal 
ihsand with any or. all of the shares of other intsrests in, 

6 r obligations of, other domestic or forei^n'totporations or 
the obligations of any associations, p«rtnersMps v ^r 
individuals . or any direct or indirect obligation* the 
United or any government, state, territory, 

governmental^ district or municipality or of any \ 
instrumentality thereof. * \ 

Associations pursuant to Ark). St at. 
power to invest and trade in 
This power voilid^i nclude ac tivities 
generally associated with the operation of a broker/dealer^ since 

i J \ \ ' 

a brqker/dealer ’ s principal activityfeay 


ay^b e doscri bgd^as the 
acquisitf^n^aj^^disposition of equity cr debt securities for its 
own account for the accounts of others. 



RS 000637 


- 4 - 


342 


A state charts 


savings and loan association possesses 


provisions of 


227 which prohibit brokerage 
savings and loan institutions. 


general brokerage powers, by virtue of the above-quoted statute, 
unless Ac^ 227 speciMcAl^?^p r o fribi fce--suqj^ activity find no 

ivitesNjy 

state - 7 chartja^—* 1 J 1 — — 1 ^ ■ 

jc . Federal savings and loan associations may engage in 
broker/dealer activity and state savings and loans have tke \ 
power to adopt any business and practice authorized for a 1 j 
federall association. 


rticle 3 of the Rules and Regulations of the ASLAB state 

\ / ' / 

that lit ate chartered savings and loan associations " . . .nave/thi. 

v ' / 7 i 

power tq iopt any business practice, procedure or jaathod on 



system aut 
this state. 1 *' 


zed for a federal association 


ig business'^ 


Further, Article 3A of th# AS LAB Rules and Regulations 


states : 



th* Arkansas Savings and Lo 
* th* 1 latitat ions of th* provisions of 
e Stats of Arkansas not pr e e mpt ed by 
rtered savings and loan associations 
competitive disadvantage with federal 
iations and have th* saa* rights, \ 
nsfits, inanities and exceptions i . . 

associations in addition to i 

Arkansas lav upon state/ chartered 
tons. To this end under *nri j 

Kat^227 of th* Acts^df Arkansas of 

("the Act"), and~s44-othe^ powers / 
conferred by th* Act and Arkansas law th* Arkansas Sayings 
land Loan Association Board adopts for state chartered 
[savings *nd loan associations all-^of th* pcrt#*rs“hexeinafter 
sVt^forth and further states that tEir~boerd-shaill not 
disalTow^ny of such powers within th* meaning of paragraph 
3 of Rule^ of the Rules of the Arkansas Savings and Loan 
Association: 
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All pov^r^Crahtedyto stat^-^r federal savings 
and.Jttians associations by the Depository 
Istitution Deregulations and Monetary Act of 1980 
''and all rules and regulations which haye been 
issued pursu ant thereto. 

\l) All^etlier powers which may hereafter be extended 
state or federal savings and loah^associations 
any rule or regulation which may hexeafter\be 
issued pursuant to the Depository Institution \ 
Deregulation and Monetary Control Act of 1^80, \as 
well as amendment which may hereafter be made to 
said act. ^ ^ 

(Therefore, under the rules and regulations of the AS LAB, a 

ii 

state savings and loan association should pcssess nor should it 

\ i i j. 

be denied those powers possessed by federally chartered savings 

and loan\insti tut ions. / / - 

\ \ / / | 

InTederal Home Loan Bank Board ("FHLBB") general/dounsek- 3|. 

opinion ^h^&^May 1982 (CCH 83011 Federal Banhipg^aw Reporter) 
the FHLBB general counsel opined that it wn« nndax 

applicable lav for federal associations through service 
corporations to engage in brokerage and inves^aent advisory 

those for which approval^^^^ASLAB is 
it. The rationale of the genera^ counsel's 
brokerage activities were reasonably 



powers of the federally chartered 

/ 1 

an Bank Board release No. 


preapproved, service corporation activities to include certain 
broker^geu^acVi^ities . By FHLBB ResolutTon~^?n ttF-lZG dated 
February 25, 19*82 the FHLBB approved, an amendment to its service 
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corporation regulations which permits saving^and loan service 

corporations^ to engage in brokerage activities ancito organize, 

sponsor, /operate, contend — ol "render. -investment advice and to 

underwrite, di^trflbute or sell securities r^En^h^^reai^^ to 

this /regulation the FHLBS recognized that competitive^ \ 

developments continue to evolve because of the innovative \ 

market -oriented approach of many depository and non-depository 

firms, /clearly indicating that the traditional business of 

financial intermediation is changed. In this increasingly 
\ \ ' / 
competitive financial services market, the FHL3B expressed, it*- 

belief tkat there is need to consider allowing federal/^ j £ 

associa^iohs^ to have new and competitive opportunities to en< 

in activihies\not expressly permissible an^L-to realize profits 


in new areas to bolster a return on traditional investments. 

Thus, the FHLBS has found that federally chartered savings 
and |lokn associations may, in fact, engage ii^Siokerage 
activities^ In. allowing federal associations tofengag^\in such 
sFHLBB expressly acknowledged that otker 
.oas are allowed to engage in various 
and that to refuse to allow federal 



geHn^ similar activities would put them at a 
d i i advent age^in^r e 1 at i cn^ to^othe r 
institutions . 
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The FHLBB's Iodic applies here. The Aransas Savings and 
Loan Association" Board should approve the proposed^tirokerage 
activities^because failure~TO ao so vould^place state 
associations at^a competitive disadvantage in rel^ion to\ 
federal associations, as well as to other depositoryx 
institutions. 

As quoted above, an express objective of the ASLAB is\to 


i * — yi ■ ~ ■ * ■ \ | 

qrant powers to state associations which federal associations! 

|| I ! 

possess in order to prevent the state associations from / / 

\ \ / !' 

operating at a competitive disadvantage. 

4\ Conclusion. In conclusion, applicant urges that its % 

\ / / ? 

application to engage in brokerage activities be approved: fcr| 

the following\reasons: 

1. Thebr oker age activities are reasonably related to the 
activities of a state chartered savings and loan association in 
thatjs^ate chartered savings and loan associ^Tons^ate currently 
empowered tr* invest, trade and market certain equity securities; 
and 

savings and loans have been given 
which powers include the power to 
and 

•red a avings ^and^Io an as l ooiati cna . by ASLAB 
regulations" have been given tha^aame powers as a federally 
chattered savings and loan asacciations^a nd fede rally chartered 
aasociations^aye tit© power to engage in brokerage activities, 
and 

RS C0C641 



- 3 - 


346 


4. Refusal rove of such broker ace^ctivi ties will 

place state chartered savings and loan associations x at a 

-in— relation to— federally chartered 

" \ 

ons • \ 

titure of Applicant. 


competitive disadvanta 

associations aa^elTas other depository institnf 


5 / Siohatui 


Madison Guaranty hasN;ause<l 

this/ application to be filed with the Arkansas Savings and Lean 


/ / 

Association Board this 14th day of May, 1985. 


\ \ 

\ i 

! i 



MADISON GUARANTY SAVINGS / •'/ 
& LOAN ASSOCIATION / -v / 

/ • v 



foph Latham , "^harirman 
Chief 2hecutiyjL_0iLfJjhar_ 
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Attached is a copy of the above applicatioa vhich was filed with 
our Department on May 14, 1985 by Mr. Richard H. Massey, Attorney at 
Law. ‘ 


S’ have reviewed the applicatioa and have the following cements and 
re crm enda cions : 

\ 

- N The application is filed with the Arkansas Savings. 'and Loan 
^ Association Board ; however, since the application" is for a 
\ second- tier wholly-owned service corporation^! t hir.it the\ 

Ns ap plication would be filed pursuant tn-^StTe V(3)(2) which s '"- 
• requires that the application to be. f i l ed with an d appro'v e e ^by 
the Arkansas Savings and Loan Supervisor. 

l. y They need to advise us of the rare and address of the vholly- 
ownec service corporation which will own^aH^of the stock. of 
new service corporation. 


4. s/ 



3.S Will the new second-tier service corporation be"' 'a newly forced 
N anc\:ap italic ad corporation or will it be a purchase of\che 
stnck^Osf an existing corporation? \ \ 

v X 

If theNievNiervice corporation is an existing corporation , we 
need current financial statements , copies of the Articles of 
Incorporatibn^and N Byl^ws. / 

5. J If the new service corporation is to be formed, ue need to be 
advised of the capltalication plan and have apopy of the / 
Articles of Incorporation andByisws- / 

We w ill need current de^a^Sed financial statements on/the 
'wholly-owned service corporation^ which will own all^tbe stock 
of the new service corporation _if-^r:he secured and 

^ "^-unsecured debt limits vhich are set forth in Rule V(3)(3)(ii)^ 
have-not been exceeded. _ 'jJ-' m * 


6 . 
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/ We will need^etrfrar-C detailed iinancinL^§catements on 'the 
Association to determine if the cocal aggregate outstanding 
Investment in the capital scock, obligations orN^ther securities 
of/service corporations and subsidiaries and joint\ventures 
.thereof does or would not exceed the six (61) percent, of the 
/ Association* s assets limitation which is set forth in aule 
/ V(C). 


\ 


10 . 


Based on the net worth and liabilities as reflected in the 
Association* s December 51, 1984 Audited Financial Statement, 
it appears that the Association does not meet the minimum pet- 
worth requirements of Section 563.13 of the Federal Heme Loan- 3a ale * 
Regulations. The Association should file a copy of their 
March 31, 1985 quarterly minimum net-worth calculation and a 
plan to meet the -^t» -•-»-» net-worth requirements if the .calculation 
\ reflects a shortage. The December 31, 1984 Audit Report and a 
\ copy cf Section 563.13 are attached. / 


name of the new service corporation 
s which are set forth in 


ANtonsenr to exam I tip agreement which is requined^by Rule V\(D) 
\wil\ceed to be executed and filed for^he^new service corpetaticc 

A N s ancle of such an agreement is attached. _ 

N/ . “ 

We will need to know the actu 
in order to see if the requir 
Rule V (7) are met. 

N 7he application reflects that the Associatio1>^^aad>ess is 
T6th and Main Streets, Little Rock, Arkansas. The Association’ s 
qome^off ice is in Augusta, Arkansas and the application should 
be\amended to reflect such. ^ \ 

I am forwarding''* copy of this memo to Hr. Massey for his review 
and comment . \ ' S V 


Please advise of your op ini ons and recommendations . 
Thank. 1 yen. 


CFH:js i 
Attachments 

ecu Mr. Richard N . Massey 



R&se^ La Wv? i rm 

120 ca^c^hurth Street 

Little RcciT, AR 72201 
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Ms. Beverly 3assett 

Ms. Nancy Jones 

Mr. Charles Handley 

Arkansas Securities Commission 

#1 Capitol Mail - Rm. 4b-206 

little Rock, Arkansas 72201 


RS: Application by Madiscn Guaranty Sa vines and loan 

\ '.Association ("Madison*) to encage in brokerage"' 


\ 


Activities. 

Gre*tiaoss\ 

\ \ 

This letter is to respond to a aBaaranena ea^f 4 way.—?.?-, 

1985, from Mr. Charles Handley relating to the above-referenced 
application (the ’Application*) . Numerical references below 


relate to specifically numcered item* in Mr 
memorandum. 


Handley's 


1. The Application has been amended for sirfcaiss'>qn to the 
Arkansan Savings and Loan Supervisor, pursuant^to Rule V(3) 
of thes^Ruies and Regulations of the Arkansas Savings and 
loan Association Board. 

The naaeknd address of the wholly-owned service 

a' WhlcSxovns all the stock of the broker-dealer is 
Mneiil Corporation, 16th and Main Streets, Little 
r;-T Z206 




t-deale’ 


existing entity corporation.'. 


4, ""ItXtached as Exhibit N ^A* hereto are copies of charter 
documents, broker-cealer registration documents* and,/cur r ent 
financial statements of the broker-dealer . 

oT^^Inacplicabl e . 

6. Attached hereto aa Exhibit *3* are copies of an 
unaudited balance sheet of Madison Financial Corporation, as 
of May 30, 1985. As is evident from this enclosure, the 
debt limitations on debt to unrelated parties, set forth in 
Rule V(3) (3) (ii), have not been exceeded. 
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Attached 


Exnib it m C m 


siiacison Goarantv 


financial ^atements as of Mar cn 31, 1985. As^is evident 
from sucn enclosures, the total outstanding investment v bv 
Madison' Guaranty in the capital stock, obliga tions^or otr.er 
securities cf all service corporations, subsidiaries and' 
joint ventures thereof dees not exceed the limitation set 
forth in Rule V{C) . \ 


8. .' Attached as Exhibit *D* are copies of tr.e Quarterly 
minimum net-worth calculation as of March 31, 1985 . In* 
order to meet the newly- imposed minimum net-worth 
requirements, Madison Guaranty proposes (i) to issue a new 
class of preferred stoex (the issuance of which has been 
recently approved by the Arkansas Savings i Loan / 
Supervisor) , (ii) to engage in various property syndication 
projects to raise additional revenues, (iii) to continue its 
efforts to reduce operating expenses and to increase - 

deposits, and (iv) to engage in other activities' which e 
mana'g^emknt cf Madison Guaranty Savings i Lean ae terminer tc* 
be ?rucen\ in light of new net-worth re<rdir eraents . ^ 


Please note that these enclosures indicate that deficiencies 
in Applicant's net-worth have gradually been reduced. The 
Applicant anticipates that no- deficiency will exist in the 
near future. 


9. 


Nvn 


executed consent to examine agreement 


MadisoiK^inancial Corporation has previously been filed with 
the Arkanxas^Secur itie* Cosaiiiicn.. 

10. The actual met of the broker-dealer shall be Madison 
Investment 'Corporation. 

II- of^iiadison is ?.0. 3ox 537, Augusta, 

i«tfcrX \ 


Such 




jreaponse, Madison l^reby ^aaenda ^ ther^Appl lea t ion . 
Ifcation is attached immediately hereto. Given 


the; immediacy of the need to implement steps to infuse capital 
into the Association, your prompt consideration of this^ 
Appl^cat ion v will be appreciated. Should 
addi tiOTval comments , please advise me. 


Very truly yours, RS 00G546 

>A ^ 


Richard N . .Massey 
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Savat Ij 3im:: 

iuiCT .’OUI 


72jCK: Surlu 7. 3*ad!«y 

2Z: Appliaatitm by iidisau CuAraarr Srri^i lad Ia*a a»ocLi;^-. ( 

Jofiiu, Arlmm C lA*or* to fora. a 5«ca-ad-Tisx, 

ShoUrOwn*! Sat-tIc* Carpcrxctaa vfciai. voo±i la tlx 

S^rltlu Jrokir-^Aic: Boitnu 



:. la :trt«vlt( Jixdi*oa TlaiacUJ. CrrpcTxtiau' t i»y 21 . 15«5 
^ ^ SbMc it tkxt a^yurui'i *«r^x*.* 

ou;jtx=»dia< irruacu la tkx capital «taci, obiijxtiaxj “ 
otixp itcsnUti o£ icrrui crTcrx^ru cad caacid! tr.n od 
Jcias T«=ru lie: ao £ aa of Hxy 21 . 1985 would b« u fallal : 

larxAtaAct la Sfcitxacr & U»ocliui 
larusun: la CapcoAila 
Sat* ?xyi-blt ta iAAOdi^r: 

Capital IrrAAtaAat -Stack 

Total 53,5^,257.00 


5 105,000.00 

749,056.00 

1.572.979.00 

1 . 117 . 322. 00 


7hm Aj*oclAtioa should xdrlAA if — t ibcr* sck*dd* 
cactxias xli ‘ 1 a Ajudi:lat , i laruac:i la cad loxaa ta Itc 
ccmct carpcrxiiac* , tuhiiliarln xad Joiat v«ocirtx thsrAcf . 
u of “ay 31 , 1985 . Also, tlx Ucodilrt should urriAt li “ 
of it 7 31 , 1985 It hxj t=7 ouaitaadlaa loxax ta lt'c ^ 

Tcctart ?rOj«ct-i c£ CnrpcbAllo tad ■'hittacr 4 lA«ocUitts. — 
tier a Art Aay sued outAtxadia* Isa ai w* estd ta taav — • 
bAlxacA of t tan as of isy 31 , 1985 . 

■ c t««a a Mat 31 , 1985 ha.1 c~:i * test cc td« Aa*odAtlct 
ta orsxr ta ca strata a veil 1 a «la (623 ?«r:c: =- t=^l Ul,:i 
as of :ti: disc. 
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. w .e==c rcszss 
-’use 12, l;g< 

2 

- • — - -S 3 rcii«ci3 ssx.s :i« a_s socialise cii see :it; — 4 

^ ® ftcviizcc; of S*c iuc 5 c 3 .H os si.* ~ n« «- 1 * 

2 xzx Icsrc's Ixsxlxsiocs SHO. 426.00 is cf 3 

1585. SZSl.lCl. 30 xs of Azmi 20, 1985 xce 3136,471.00 u c~ ' 
?jlj 31. 1985. 


sod 


AcsAcbxd Is 4 copy cf iullxslc So. S85-60 frsu ti* ?*dxri_L 
Icxx Loxa 3 4 ox of OxHxx vsisi i«:i fsrsd tlx r t^Mlxsorr 
couxx<*u*nexx of six fiilsri of 1 7TLZZ Icxurxd uiocn:!:; ;- 
im: six verse r»quir ««=.:. 


Qux of six r »yul 4. so ry coujx<tuxojc*x waded Is >«r fsrsd Is 
:lli Sulixtla lx: 

"An iisurxd Icitireclee. - » — ^ - wjlxm dieses Irruaxoss Is 
urric* corpcrxsioax, crpcrssde* subsidiary scsiey 
or rxxj. «iu:i w icdces frrtzz wrirsxe spprml of six 
?rlzel?xi Supcruorj A<«et." 


Uxad os :h« xbcrrs 1 £*xl ztiz dx s.p?llexslra txzaes b« 
ipprrv«d ceeil six AxsocIasIoo lu filxd proof 1: iu u: tlx 
fHUJ's i ' •' — 1 :t: vord r*qclrs«xec xcd cvxa dxe ocr xpps-ev* 
VOUid 2MC 10 bx ZOOtiillOOfcd OS x! «fl r*CXlTd$ 114 rZUJ'l 

?rdeip«-l Supxrrixcsy 4c:'i xppssrrxi. 


4 ; ll 4 Axsoclxelce' s ISxrd 21. 1985 U I rr i Sixes , 
Id'.blS C, so Cl* Axsocixsloc' s 0xc«o*r 21. 198A Aueitse 
ricxoclil Su:ac:j, 1 : Is oossd lx: dx Jltrsl 31, 1985 
klxoct Sb«€C did occ rsllxcs dx xeluxtasrsss so Lssxlese 
!xnic;i wslsc vci ssuflsd *:**, c?lilo«i 3c ?ocseoss 11 so 
six Dxc«oxr 21. 138A Auddxd T'‘*rjr 4 .x\ Ssasaczs. 


: fxxl dxs six Axxoclxslre should xroixd w=7 six JUrcc 2 
1985 Ulxcct Sbxxs did aos dxxx *d jussaxesx xod f H* 

4 co^y of six C?A’ s scdxeslx vtld crpixlex dxxx idjos^xzcs 
bafinn dxxx xdjussxxnss could j^eaxely rxdncs six Axxocixslse 
axe word xsd ids Icctum six txxa: sxxdxd so axes tbx 
x " -'itw axe worse rxquirxxxss. 


5. Ic Ap^xxrs sbxs six AxxccliSdoa Lls xlrxxdy pursduxd. xod ovus 
lOCt of Six xsock of T^mtox 6 Co spxsy, Loc. . six proposed 
brotxr-dxx_lxr scrrlcx corpcncloe. Tlx Axxoclxsioa seocld 
xd-rlax If Sllx Is cos-sxcr sod If sc. Six pries paid. 

I sa forwrfl:.; s copy cf tlix 1 ~s~ so lr. Ixxsxy for Hi review 


Plxxox arris x of ycer cpimozx sed r* 




ASSXCS=CZS3 500015; 

cs: dr . RCclsr d K. dx 1 « « 7 

Rot* Lxv ;lro 
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Ms. 3everlv 3assett 

Ms. Nancy Jones 

Mr. Charles Hancley 

Arkansas Securities Commission 

♦1 Capitol Mall - 3m. 40-206 

little Rock, Arkansas 72201 

RE: Application by Maciscr. Guaranty Savings anc Lean 

Association ("Madison") to engage in brokerage 7 

activities. z 

\ \ 1 

o : e e 1 1 ngs r . 

June *13, 1SS5 addressing the above-referenced application. 
Numerical references in this letter correspond to those in Mr. 
Handley 1 s letter. 

IV Attached as Exhibit A are the mo s>-urece‘nt^f inane lal 
'.statements of Madison Financial Corporation^ "MFC") , 
and such Exhibit includes income statements o'f MFC. 

2. ^Attached as Exhibit 3 is a worksheet calculating all 

investments in MFC by" Madison . As shown, all 
inyestaetvts , direct or indirect, total 33,915,616. 

^tatitiched^ as Exhibit C, is a balance sheet of 
Hay 31, 1985, shovinc total assets of 

\ / 

* s memo st^«-utha_t_ the . application should 
be approved by the^Federal Hoae”Loan 3ank ( * FHL3 “ ) 
before there may be approval from the Arkansas' Savinas 
and Loan Supervisor, since the "direct investment" rule 
of the FKL3 applies. ^ 



RS CCC502 


354 


:o, 

Pace 2. 


1935 


\ 

We sacmi:, however, cr.a: tne "direct investment" rule 
is lnacolicjnS-i-eT 12 C7 R~Tc~Tr?-4^c) ( 2) (lit) states t.nat 
"an instated institution cannot make'-^ii: e c t investments 
in a/se rvice corporation..". 3v its teT^ns , theNrule 
coe's not apply to investments oy a service^corporat ion 
.in the assets or capital stock of another unaffiliatec 
'Corporation; rather, it applies to investments by an 
insured savings and loan into one of its service 
corpor at ions . Attached as Exhibit D is documentation 
relating to acquisition, which documentation makes it 
clear that only MFC funds were used in the acquisition 
of the subject broker-dealer. Further, the agreement 
by which the broker-dealer was acquired (attached 
within Exhibit D) names MFC and not its parent, as the 
accuisitor. Thus, the investment in question was one 
of the service corporation and not of Madison. Since 
tne "direct investment" rule prohibits only investments 
by savings and loans in service corpor ations , it is- % 
^inapplicable here, and prior approval by the FHLH is4^ 
'not r ecu i red. ^ }. 


\ 


\The\March 31, 1935 balance sheet-^rTd not show the Ss - 
adj ustments to retained carnings_r rpl a * ned i r— Had4-aon ' s 
December 31, 1984 Audited Financials because the audit 
report relating to the March 1935 financials was not 
completed until April, 1985- and appropriate ad 3 ustments 
to retained earning.! were recor ded— io^May , 1935. 


5. n MFC purchased 100% of the common stocVof Thorpe & Co. 
for a total cash purchase price, including commissions, 
■of N 3 6, 000. \ 

\ \ - x . 

Should yau have questions, please call Hillary Rodham 
Clinton or me^at *3-^5-9131. We respectfully request your prompt 
ofvthi* natter. 

% 

S;£N. 



'"-.^Very truly yours, 
Richard H. Massey 


RNM/kg 
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FROM: 


KE: 


gear a r.yjaA^sgrrt - : > >: ^ K r /T/ j 

: * hanct Ijones ’ K r : ■ J fcl f 


[l /J ‘ 


Charles F. Handily 



Application by Madison Guaranty Savings and Loan Association, 
Augusta, Arkansas ("Association'') to fora a Second -tier, 
Wholly-Owned Sarvi.cs Corporation which would engage in the 
Securities Broker-Dealer Business 


DATE: July 17, 1985 


By the attached letter of July 10, 1985, Mr. Bichard Massey, Attorns; 
at Law, has replied to the cements end r eco m a an d s tio as regarding the 
above application which were sat forth in my amcrandta of June 10, 

1985. 


After reviewing Mr. Massey's latter and the attachments thereto I 
have the following comen t s and recommendations: 


I aa still very concerned about the adjustments made to the Associate 
net worth by the Association's CPA in the December 31, 1984 audited 
financial scat men.es. 

Attached Is a copy of Footnote 11 to the audited financial statement* 
which rtxmsrlries these adjustments. This footnote reflects a total 
negative effect of $463,563.00 on the Associations nat worth and caused 
the Association to hsve a net lose of $74,046.00 for cha year of 1984. 


It appears that none of the $463,563.00 adjustaants are reflected 
in the Association's May 31^1985 balance sheet which was filed because 
these adjnenaeats appear to be prior year adjustaants and would not be 
charged against 1985 income and expense items. Thus, the schedule below 
reflects that the Association * 1 s unadjusted capital accounts as of Decmber 
31, -1984, have not changed and remain the seme in the May 31, 1985- 
balance sheet. 


December 31. 1984 Balances 


RIC* 03 9348 


Common Stock 
Paid in Surplus 
Retained Earnings 

Total Unadjusted 


(Unadjusted) 
(Unadjusted) 
(Unadjusted) 
Net Worth 


$ 187,000.00 

$ 213,800.00 

$ 205.711.00 

$ 606,511.00 


Add: Net Profit for Period Per 

Kay 31, 1985 Income Statement 


$ S02.632.00 


Total Unadjusted Net Worth 
as of May 31, 1985 


S1.1Q9.143.00 


Total Regulatory Net Worth 

P.r Haj 31. 1985 ftaUnc. Sh««: SI. 109. 113.00 

5000213 
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Som* of the adjustments made by the OA'j may bo due because tit 
Association used approved regulatory accounting practices. If this is 
the case such adjustaencs vould aoc need co be made to determine the 
Association's regulatory aet worth; however, all other adjuscaeacs voul< 
aeed to be oade la order to determine the regulatory aet worth of the 
Association. Thus, ia order co determine the Association's regulatory 
aet worth and to know if the net worth requirements of our Act and the 
Federal Home Loan 3aak Board have been aet I feel that the following 
should be filed as soon as possible: 

(1) A copy of the CPA's December 31, 1984 adjusting entries which 
details and explains the reason for each adjusting entry. 

(2) A May 31, 1985 balance sheet which reflects all the required 
adjustments proposed by the GA'i. 

(3) A completed ml Maura net worth calculation form as of 
May 31, 1985. 

As reflected in prior filings to this application the Association 
has not met the Federal Home Loan Bank Board's mini-itm cat worth require 
by $410,436.00 to $186,471.00 and the above adjuated schedules will 
still probably not reflect that the Association has met these 
requirements. Because acting as a broker/dealer is not a preapproved 
activity for either a State or Federal service corporation, acting as a 
broker/dealer could, at least in the beginning, place a drain on the 
Association's net worth because It would be a new, start-up operation in 
an area which tha Association has little experience and a State aasociat 
must at all tines maintain Federal Seringa and Loan Insurance Corpora tin 
Insurance, I would: recommend that the approval of this application be 
conditioned on the Association meeting the net worth requirements of the 
FHUSB or at a minima the Association filing a detailed and reasonable 
plan which reflects that these net worth requlmencs will be met 
within a very short tine. 

I am forwarding e copy of this memo to Mr. Maseey for his review 
and comment. 

/ 

Please advise of your opinions and reconaendation. 

Thank you. 

Attachments 

cc: Mr. Bichard H. Massey 

Rose Law Firm 


RIC- 03934$ 
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P.OSZ LAW FIRM 


m. CkAi»C C.*» 

C.J©*C«- o**o«*. J*. 
6 CO« 3 C (. Ca«*« 1 - 

»l«l{rr c. >wlC. — 
«T*.«WCT C. »->CC 
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« 1 ■ r <■ «■ * 1*0 Z 
». 1 _L +m.m C. •i*-K 3 « 

aOt* CUa TO* 

C. tuca 


&«c*ct 

XUJ*« •. «C"«COT. — 
«X»«CT» *. |M(Kia 
o*v»o ... ««lO«T 


aT’ORnC'S 

I2C t*sr rcc«'M S'«tC T 
l:TT'_£ *CCX. ARKANSAS 7 2201 

"CLC«-0-C non 3?S.«Oi 
•lLXC3«l« 1*011 JM-OO* 

u. - «-o*c 


July 25, 1985 


Hon* 3everly Bassett 
Ms. Nancy Jones 
Mr. Charles Hancley 

Arkansas Savings « loan Supervisory Board 
No. 1 Capital Mall, Rm. 46-206 
little Rock, Arkansas 72204 



t. »*M3i3 

-*cno- U.w. 



0-.V1O u. WH, 

C*T-C*I«C 


“'C“*»CL *. 


• iCa.«a m. uU(> 
»**» a. M(C3 


■»UI m. hu(a 


C3u*icl 


RZ: Application by Madison Guaranty Savings and Loan 

Association ("Madison") to engage in brokerage 
activities . 

Greetings : 

This letter is responsive to Mr. Handley's July 17, 1985 
memorandum respecting the amove-: ererenced application. 

Mr. Handley's memorandum states concern respecting auditors' 
adjustments to tr.e regulatory net worm and income of Madison 
for the year ending 1984. 2 refer you to a letter from Mr. John 

Latham, Chairman of the Board of Directors anc Chief Executive 
Officer of Madison and to a letter from ?rost & Co., Madison's 
independent accountant, botn of wnich letters are attacned 
immediately hereto. As this correspondence explains in much 
greater detail, the difference between Madison's net worth as 
reflected in its audited financials and as reflected in its net 
worth reports, submitted to the Federal Home Loan Ban* (“FHL3"), 
is a result of basic differences in the calculation of net worth 
under generally accepted accounting principles ("GAAP") and 
under Regulatory accounting principles ("RAP"). 

5imply put, differences exist between calculation of profit 
and net worth under RAP and GAAP. When Madison's independent 
accountants restate Madison's financial statements which were 
originally prepared consistent with RAP to make such statements 
consistant with GAAP, net worth, income and profits are subject 
to downward adjustments. This practice is not peculiar to 
Madison's financial statements alone; rather, it is common m 
the Savings and Loan industry. In this regard, please note 
attachments to Mr. Latham's letter describing the adjustments in 
question . 
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Pace 2. 

July 25, 1985 


Mr* Handley's other concern is that expenses associated with 
Madison's implementation of brokerage activities will burden 
Madison's financial condition and potentially reduce its net 
worth. However, as stated in the above-referenced application 
and confirmed in the attached correspondence, Madison intends to 
use existing resources to implement such activities and only 
*nen it appears that the brokerage activities will generate* 
significant profits will Madison commit new resources to such 
activities . 

Madison anticipates that the proposed activities can only 
aid in the improvement of its financial condition and services 
provided to its customers. It believes it has provided all 
information to the Arkansas Savings & Loan Supervisor material 
to seen Supervisor's decision with respect to such Application. 
In fact, Macison nas complied wir.n requests for information 
which had been previously provided to suc.n Supervisor. Since 
-he above -referenced application has now seen pending for over 
:wo months, I respectfully request prompt consider ation to 
Madison's Application . 

Should you have additional questions =r comments, please 
call the undersigned at 375-9121. 


Very truly yours, 





Richard N. Massey 


RNM/kg 


RLF1 03514 


359 



SECURITIES DEPARTMENT 

n CJLPfTQL UJLLL - a-2D* 
LITTLE *OCX. JJUULNSXS 772&1 
TELEPHONE 501 — m-lCVJ 

ME402 JJlDQ£ 


TO: 

iXTEXlt JJlSSTTT 
SUCZ JOBS 


TtOL: 

Cherlee T. Headley 


iin: 

IX: 

July 27, 1985 

~V ^ . 

Application by Kedieca 
("Association'*) ta eat 
Corporetica 

'. C<' ; 

Cuerxsry S*ria$* 6 Loca leeocietlra *' ' 

u i iroksr/Oeeler through e Seme* ' 

* v 


v 


~ la rmpiy 


letter cf July 25, 1985, fm it. 
to *7 »» cf July 17, 1985, 


2*u«d ca the Lsf oraetlan is t_v* « letter 1 at uiliiltd thee the 
idjuetsccs dUruiad is the lemocietiot ' i Dwtmoer 21, 19Sd eadit 
report would act deertut the e**ociacira f I rmcsl*Tat 7 a*t worth, sad 
the rertlxrtrrT set -worth cf $1,109,112.00 u reflected la the JLssocieciot 
Hey 21, 1985 ielesce Sheet tea he a»*d to detents* the Aseocierira ' • 
«<-<•»•» u: regulr — ct . Thu , m ed*aen*sts would seed to he ude to 
the Hey 31, 19€5 i - w set worth cxlaaietisu filed by the Aeeociatioa 
(Exhibit "l") . TV* « cxlasetics reflect* thet the lemocieefaa did sot 
meet the Jmdmrxl Some Iocs lex hcerd'i mi * 4ot set worth r equireacsr by 
5126,471.00. 

I m still of the crpiaiaa thet the e yrrcn l of thf-t epplicetioa he 
coadiliooed os th* i »eoclJ.ti.ra meetla< the sec worth requirement! of the 
r gree 0 r et e »*-**^— th* ieeocietioa iilia* i d*txiled «ad rmescsxble 
plea vaich reflects thet theee set worth require c a te vili be eet vt t hia 
a very ibert r*»e. Aleo , ve ehould obtiia caaf irmetias from the brr>*»^ 
deeler lection thet the broker/ deslcr bee met eleo the requirMeat! 
uader the Securities Act ead 2 alee. - 


The reply ee to bev the ter vorth requiremest would be met 

wii : 

£0c: 

"As we e sited la our ttctIoua rerpcsie to Hr. s end l ey ■ 

Hey 22, 1985 amorodee, Med Laos pleas to meet its set W7Z Z ^ 4 

requiTMcat! by Ixy l MCtisg the follariax' Cl) 7x-*u* prefe-- 
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?*$• Tvo ‘(2) 


sisck (2) leg age is various proper^ syndication projects :: rxii* 
additional revenue (2) centime lux effort to reduce operating 
expenses and. ircrcj.ee rcvctuas end deposits (4) engage it order 
activities vuich at* g oc: of iiidisct, detemines to be present it 
light of aev ter voruh result tears . It addition to the above 
Yjji i sot is p \ i — 1 tg to Acquire a mil fittaciil icsti retire vtsie 
tec worth ratio is it excess of SI." 

I thick the: the filing of proof ted/ cr detailed pier, the: the 
preferred stock issue see/ or ssrjc hss been completed or vill be couple tec 
it e very short cine etd thst such hss or vill resolve cy ter vorrh 

deficiency vould be suificenc proof to allov us to ap pr o vt the application. 

S cc crtr, I thick ve cannot condition our a pprov a l of the applimtin- or 
the proposals thst the tet worth requir menus vill he me: by ret profits 
generated from the proposed ocv besitess Terror ss end the reduction of 
expenses because vhether such actiTi t ies vill generate profits, the 
mo u nt of such profile end it vest tiae frme camo: be knevt, proven or 

assured. This is lias saying that ve vice to star: c is so chi riot by 

putting half of the required capital it the association ltd generate the 
other half cf the required capital from cat profits of the- Association. 


I ex forvarding a copy of 


hasecy 


criev 


?liaae Advise of ycur opinions and recogw editions. 
Thank you. 


lose 


P.IC* ^ 35 3S 1 
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September 9, 1985 


-O j. 


-"»C»S3* f+mmc- 
.CS a BAtciCC 


jim «u«r c « 9>®c- 
• Oav.s t-o-aS. . c 
o-vo u mumxs 

CaTh C«i«c las Sire* 
">ChAa 9 T. OOXCVXX 


-iCKAf. rn. JO-XS 
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•ICx*»0 a. asSsc* 
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J. castom 
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Ms. Beverly Bassett 

Arkansas Savlr.es s Loan Supervisor 

He r 1 race Center West 

Little Hock, Arkansas 72201 


HZ: Madison Guaranty Savings i Loan ("Madison") Application 

to engage in brokerage activities 


Dear Ms. Bassett: 

This letter is submitted on oehalf c ; Madison with respect 
to the above-referenced application. • At cur August 27, 153 2 
meeting* it was determined that Madison's application to engage 
ir. brokerage activities would be approved uper. condition that 
Madison submit tinetacles cf proposed activities which would 
serve to brine Madison in compliance witr the minimum net worth 
requirements of the Federal Home Lean Bank ("FHLB") by 
December 31, 1985. Based on its June 2C , 15 85 net worth 
calculation , Madison's net worth was 3342, 292 below that 
required by the FKL3. The following outlines two proposed 
transactions to be undertaken by Madison wnich, if consummated 
according to the terms described below, will serve to bring 
Madison into compliance with the FHL3 ' s minimum net worth 
requirement . 

Offer inc o£ Preferred Stock It is anticipated that Madison 
will effect an offering of Class A Preferred Stock, 31.00 par 
value, at S100 per share. If fully consummated, the proceeds of 
such offering will equal S3 million, an amount well in excess of 
the amount required to bring Madison into compliance with the 
FHLB's minimum net worth requirement. It is anticipated that 
this offering will commence on or re fore Octooer 1, 1935 and 
will close on or before December 1, 1955. Our firm, is preparing 
appropriate offering materials and is implementing steps to 
procure all appropriate regulatory clearances. 
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September 9, 1S35 
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Offering of Limited Partnership Units It is anticipated 
that a Limited Partnersnip for whicn Macison Financial 
Corporation (“MFC") will serve as general partner will effect an 
offering of units of limited partnership interest- MFC , as 
general partner, will receive revenues from the partnership in 
return for services rendered. Additionally , it will acquire an 
equity interest in the partnership. Such revenue and such 
equity interest will both contribute to the improvement of 
Madison’s net worth. Precise amounts of revenue and interests 
are as yet unascer tainable , since Macison is considering the 
possibility of partial financing of the project through the 
issuance of tax-exempt bonds. It is anticipated, however, that 
the precise term of this offering will be fixed in the near 
future and that the offering will commence in October, 1955 anc 
will close in December, 1985. Our firm is preparing offering . 
memoranda anc implementing steps to procure regulatory clearance 
for the offering of limited partnership interests anc bonds. 

It is Madison's belied that should the transactions 
described above proceed according to current plans, Macisor. 
shall meet the FHLB's minimum net wcrth requirement by 
December 31, 1985. Your consideration of this application has 
been appreciated. Should you require additional information 
respecting such application, please contact the uncersicr.ec . 


Very truly vcurs, 



P.icharc N. Massey 


RNM/fcc 
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Mr. EicLard X. Mxa-»«y 
?jii Law Fin 
120 Z**z Fourth Straet 
Little SLocx, iJL 72101 

E£: Madiocn Guaranty Savin 3 a & Loan ('*> ! - _ r.i rrr '’ ? 

la Engage In Brokerage Xc:ir.:iaa 

Dear Mr. Majeey: 

In rerocuoe to your letter 3 : Sertanber ?, 1925, Maclocu’a 
requeat to engage In i*cur-:lts brojcarage activities vaa approved 
as of Seoce=nar 22, 1985. Tou will r era 11 irzrz our seating on 
August 23, 1985, that such xpprr/il vae cmdiilrted utxro Madisoo s 
nee r In" tie lederai Erae Loan Eanx Board’s rlnt = net worth 
requirement by December 21, 1985. ?ltu« haeo ua inforaec as to 
the rrcgresi of Madison' s efforts to acrieve sunn cctrollxrce. 

Very truly yours . 


stytelt lASsm 

Securities Cctsaiaalatiar 


33/ts 
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SECURITIES DEPARTMENT 
HERITAGEJ^fS I BW4 0 INQ-^ItilRD FLOOR 
201 EAST MARKHAM 
LITTLE ROCK, ARKANSAS 72201 

TELEPHONE 501-37M011 

December 9, 1985 


Richard N. Massey 
Rose Lkw Firm 
120 Ease Fourth Street 
LittlelRock, Arkansas 72201 

\ Rat Madison Guaranty Saving* & Loan Association ("Madison”) 

Dear llr. Massey: 

\ \ 

Pleas* 'advise the Department of the progress and cur 
Madison f a\s 3 Villi cm. preferred stock Issue and stegj " 

Federal Homh^Loea Bank Board’s net worth require 

Department haW^ot yet recslved a filing for the prelarred stock issue, 
ve are concerned about the ability of Medlson to collate the sale of 
such stock and meet the minimum net worth requirements of the Bank Board 
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is is responsive to your letter of 
whith N you requested information as to ateps 
improve Xt a net worth. 

Property Syndication 


1985 in 
Madison to' 


| In addition' 
development oi 



the plans previously disclosed to finance the 
property owned by Madison through the 
vllaited partnership interests, Madison has 
sent must also be funded by the | 

. ITie issuance of such bdnds must 
of an improvement district, which 
periods, will prevent the 


tatutcry 
ring either 
frests until N early 


bonds or the 
19* 


rite of 
fiaion to 


limited 

finance 


the) development of the subject^property through such methods was 
developmenVvCosta and anticipated/of faring 


basled on nstimates of 
proceeds which were not available 
Apprtos^iorKwas approved. 



the 
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Ms. Bassett, Mr. 
December 17, 1 
Page Two, 


oUi<r.w_., i 



le toyprospective changes in federal tax laws and related 
reasons, tne offering of Madison preferred stock has x been \ 
delayed./ It is anticipated that an offering of MadisoVs \ 
preferred stock will commence during the first quarter Of 19,86, 
should/the economic environment be favorable to such an Offering 
at^ th ak time. \ 

pdopo^ed Debt Offering 

aidison is currently considering an offering of subordinated 
deqt, which debt would be structured to meet the newly- imposed 
regulations of the Federal Home Loan Bank ("FHLB") allowing/ such 
debt, or the proceeds from offerings thereof, to be included Jtn 
the net 'worth calculations of subject savings and loahs. ^Itjs 
anticipated that Madison's offering of subordinated^ebt: wilA 
commence auring the first or second quarters of^^lSlBS. \ ^ 


DependincKupon the success of any or £1 1 of the three ! 
offerings Ascribed above, Madison management Bay" cnoose to 
modify its current plans and commence an offering or offerings 
of a structure or structures unrelated to those described 
abo? 

acknowledges that, it has not aet^ths FlTha/® minimum 
requirements, and that the successful 'Implewjtat ion 

. , _ iilch would satisfy such requirements was^a condition 

to ^our approval of the Application. Thus, Madison nerebj 
undertakes that'lt will not engage in brokerage activities'until 
it has talisn affirmative steps to improve its net worth position 
andl untiljit hasvreceived approval from you with respect to such 

Tre^irVjhir^her information, do itate to 

co nit 




Richard N. Massey 


RNM/kg 
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BOARD OF DIRECTORS MEETING AT THE FEDERAL HOME 
LOAN BANK OF DALLAS , JULY 11. 1936, 10:00 A.M. 


Attending: Rolf Coburn, Beverly Bassett, Board of Directors 

of Madison Guaranty, Walter Faulk, Charles 
Hanley, Bob Young, Larry Staton, Karen Bruton, 

' Chip Kiasweter, Jim Clark, two assistant 

• # examiners, John Selig, and Brack Spaed 

Faulk: 

There will be a cease and desist order. Thera might 
be room for a little bit of negotiation, but he didn't see 
much room for change. He said the institution will change 
today. , 


Faulk identifies business problems: „ . 

(1) Met worth of institution is $1.6 million short 
of regulations. 

(2) He is concerned that the institution is growing 

too fast. 

(3) The nature of the growth troubles him. There 
are no real estate feasibility studies. A supervisory 
appraisal has been ordered. The supervisory appraisal 
probably will result in the insolvency of the institution. 

(4) Accounting. Faulk outlined several accounting 
problems, including not cancelling profits for sale when the 
loans have been bought back, conflicts with the Association's 
accountant, documentation of loans, loan underwriting, the 
suspicious use of loans instead of direct investments. 

(5) The manner of compensation to Jim HcDougal and 
John Latham may have led to the problem. The overall incomes 
of HcDougal and Latham are excessive for size and problems of 
the Association. Young's compensation is tied to income he 
can find on the books, and this invites abuse. 


L&XtWi: 


Greg Young does not have a contract, but a job 
description. 


rccsx 
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FAULX : 


Faulk asked again for all employment contracts. 

(6) Hisuse of position and usurpation of corporate 
opportunities. The Association has been making sales to 
people without financial wherewithal that are characterised 
“straws" as to generate business. Faulk questioned the 
payments to tfce companies noted on the June 19 letter. He 
questioned if payments are for real work. 

Faulk stated in a general way that it seems if 
purpose of the Association is to generate income to certain 
insiders, such as Lathaa, McOougal, Henlsye. 

Inaccurate and unsupported appraisals and projections 
lead to early bad decisions. Better lots at the developments 
have been sold first, sales have occurred to straws, resale of 
property has occurred to add false value (land flips) , and " 
there has been failure of proper oversight by the Board of 
Directors. 


False and inaccurate information has been given to 
examiners. There have been efforts by management, 
particularly Lathaa, to disguise information. 

Day-to-day operations are unprofitable. Young’s 
analysis, shoving that the Association has reached a 
break-even point, assumes growth and relies on misbooksd land 
sales. Faulk emphasizes that it is unusual to act on interim 
information, but there is serious concern. He calls to the ' 
Board to step up review. He indicates he thinks that net 
worth is fabricated. The cost of money of the Association is 
way above peer group. 

Faulk suggested to the Board that they take the 
message to the HcDougals that the HcDougals get out of the 
business. He suggested that the Board request the resignation 
of Lathaa and elect a two-person committee to run the 
Association while a search is conducted for a new chief 
executive officer. 

He also said that a Section 407 investigation will be 
started into whether any "shenanigans" are going on in the 
developments. 


SELIG ; 

Selig agrees that this is not the time or the 
to address specific issues. He asked to address generlT 
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problems identified and offer solutions. Faulk declines to 
listen and tails the Board and tha attorneys to review tha 
caase and desist order offered then. 


the federal hohe loan bank officials leave the room. 


Tha 9oard decides that it cannot sign the document 
because it is 19 pages long, and they have no time in which to 
raview and analysize tha proposed ceasa and desist order. 


RECONVENE 

(John Salig is absent, speaking with Karan Bruton in another 
office. ) 


FAHLX : 


Faulk enters and tells Board ha likes to talk to 
Board without attorneys and asks for couinta. 


STEVE, CUTrHAN : 

Stave Cuffman says Board has bean active, 
well-intentioned, he notes that there has been a growth in net 
worth, he is concerned about tha growth of the Association, he 
fait the service corporation was good because it was 
profitable. Stave said ha relied in past on Jim McDcugal to 
run the service corporation. 

Sarah Hawkins states that spends her time on 
regulatory aspects of the Association. She sees soma 
improvements in internal controls, but also sees concern in 
internal controls. Reworking old problems of the Association 
has taken time. 


FAULX : 


How much control has Board had over the service 
corporation. He questioned the Board* s knowledge of the 
ownership. Ha asked what the Board* s opinion of the ownership 
was. No one an the Board expressed an answar to his questions 
on the ownerehip. 

Faulk indicated that he doesn't mind going along with 
well-documented and open transactions, but the transactions 
occurring in the Association today are not open or 
documented. 
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He never likes to sea compensation based on a 
percentage . 

(Selig and Bruton return.) 


EAULK: 


Problem is ownership and asset quality. 


aiLifis 


Selig outline* alternative*. He offer* to terminate 
the employment of the McDougals and make Jim McOougal a 
consultant. He offer* to reconstitute the board of the 
service corporation to mirror that of the Association. 


r.xuuc : 


TaXe the message bacX to Little RocX that the 
McDcugmle cannot be consultants. 


SSLIG s 

Selig offers voting trust. 

EAULK: 


He wants total removal of McDougals and Bill Henley. 


SFLIG s 


Selig say* Henley* are needed to sell the service 
corporation* • properties; 


EASILY 


FaulX aaXs Board (in a slanted way) if they would 
rather have third party do appraisal. 

FaulX cays that ha thinks tha Association Lz 
beginning to finis (fizile is a play on the FSLIC acronym). 

He eay e he sees this now as an FSLIC run project. He want* to 
see what assets there are. The Federal Hcne Loan BanX has 
lost faith in the present managenent. 

sees I 
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The banka wants a nav beard, manager, and asset 
•valuation. 


SSUSl'- 


The Board generally recognizes problem and would have 
no trouble with a majority of the contents of the proposed 
c<A 3 « and desist order. 

On appraisals, FSLIC gets to sign off on choice of 

person. 


FAULK : 

Latha* bus t be terminated. He may continue as an 
employee for 45 daye, but he can no longer be chief executive 
officer or chairman. 


STFVF CUFFMAH 


He would eupport third party appraisals. 


SSLIG : 


He needs time to review the proposed cease and desist 
order for two reasons. He needs time to understand all 19 
pagaa of tha eaaaa and daaiat ordar, and ha naeda tiaa to • 
if tha tiaa-fraaa» contained within tha caaaa and deaiat order 
can be set. 

It is decided that Wednesday, July 16, is the 
deadline for answer on whether the Board of Directors will 
accept the ceaee and deeist order. 


FAULX t 

By Wednesday, a search committee should be formed, 
the McDougale situation resolved, and the appraisers named. 

% 


Tha Juna 19 lattar liatad aav.ral prohibited 
activitiaa. Along with Sarah Hawkina, John Saliq diacu.a. 
aavaral of tha specific prohibitions . Th. prohibition 


KCdX 
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contained in number 4 (c) of the June 19 letter concerning 90 
percent loana can be modified as long as the loans have no 
insider relationship, a proper appraisal has bean done, the 
borrower is credit-worthy, and the new compensation schedule 
proposed by the Board will be used. 


ROLF COBURM; 

Hs has concern with the marketability of the deeds at 
the Campobello project. Examiner Clark has not received a 
copy of the title insurance policy for the property as yet. 


FAULX : • 

He restates concern about the availability of 
information. There have been problem* in the past, end any 
future problems with information should be referred to the 
two-man committee to be formed from the Board of Directors.'' 


SE LIC : 


He notes that Madison Marketing and Madison Real 
Estate are not included in the contents of the cease and 
desist order. 


FAULX : 

Madison Real Estate may continue operating as long as 
no commissions are paid to the Henleys or the McDougals. 


SELTG ; 


John questioned the prohibition against doing 
business with Castle Sever and Water. He indicated that it 
was necessary to do business with Castle Sewer and Water so 
that Castle Grande Estates can be a viable development 
project. He indicated that an agreement was being negotiated 
at the time but was not consummated. 


EAUL2S: 


Faulk said that they would consider any such 
agreement after the examiner* had a chance to look at it. 


hccsx 
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SAjWj.hATONS* 

She iav no reason why tha Wilson company should be 
includad on tha list of prohibited companies. 


CLARK : 

$ 

Tha Wilson company had a loan from Madison Guaranty 
and endorsed tha check representing tha proceeds of that loan 
back to tha service corporation. 


Sarah strongly disagrees with his conclusion. . 
MEETING BREAKS UP 


PRIVATE MEETING AT WHICH STEVE CUFFMAN, JOHN SELIG, ROLF 
COBURN, WALTER FAULX, KAREN BRUTON , BEVERLY BASSETT, 
BRECX SPEED PRESENT 


FAULX : 


raulk said ha doesn't want to ba so strict as to 
closa tha Association. Ha finds it hard to balisva that there 
is no number two aan in place, and the Association would fold 
without Lathaa. Ha indicated that ha doesn't have any faith 
in Lathaa anyaora. 


steve curra an : 

Stsva reaffiras his faith in Lathaa. Ha states that 
there is no depth in aanageaant at tha Association. 


mLS: 


Ha says to use legal counsel. Lathaa is out. Lathaa 
was chief executive officer, and he aust taka responsibility. 

He euggeats a new board of directors ba put in 

place. 

You may have to pay extra for a new CEO that can do 
tha job, but it is worth it. 

K CCS 2 
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SElIgs 

Cuestions tha time Halt cn the net worth compl lance . 


FAULK : 

, We plan to shrink the Association to the net worth 
limit. After that, grow at a slower rate. A new audit must 
ba done because Jia Alford of Frost 6 Company is not 
independent. 


SELIG : 


Take* exception and questions when loans to Alford 
vara made. If Bade after exam, then there should have been no 
conflict. 


KAary BRUTOH : 

Wa are not going to discuss the facts. 


BSygaLX,3MSSTZ: 

She first got truly concerned about tha Association 
whan Sarah Hawkins called and asked for tha Caspcballo files. 
Sarah said she Wouldn’t find tha Association* a file*. Beverly 
stated that sha was not entirely convinced some files are not 
hidden* 


HCC5Z 
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Copyright 1994 Cable News Network, Inc. All rights reserved CNN 

SHOW: NEWS 12:37 pm ET 

April 28, 1994 

Transcript # 588-5 

TYPE: Package 

SECTION: News; Domestic 

LENGTH: 1165 words 

HEADLINE: Whitewater - A Changing Tide? - Part 1 

GUESTS: Rep. JEM LEACH (R-LA); Pres. BILL CLINTON; JAMES McDOUGAL, 
Fmr. Clinton Business Partner; WALTER FAULK, Fmr. Federal Regulator; Rep. 
LEACH; 

BYLINE: JOHN CAMP 

HIGHLIGHT: Three key regulators dispute allegations that, when he was 
governor of Arkansas, President Clinton engaged in improprieties that 
kept Madison Guaranty Savings and Loan afloat after it was broke. 

BODY: REID COLLINS, Anchor: For two years, as candidate and President, 

Bill Clinton has been under a barrage of allegations and revelations 
about Whitewater, that 16-year-old real estate deal involving the 
Clintons and the owner of a failed savings and loan company. In recent 
weeks, the White House has tried to reverse the tide of Whitewater with 
news conferences by both the president and first lady and the release of 
tax returns and Whitewater documents. One of the more serious questions- 
did Bill Clinton, as Arkansas governor, abuse his powers by helping keep 
that troubled S&L open, costing taxpayers millions? A CNN special 
assignment investigation in News Hour today provides some answers. John 
Camp reports. 

JOHN CAMP, Senior Correspondent: It has been a news media pack attack. 
Whitewater- story after story on television network newscasts, in the 
nation’s leading newspapers, a favorite topic on talk radio and in 
congressional speeches. 


Rep. JIM LEACH fR-IA): In a nutshell, Whitewater is about the arrogance 
of power 
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CAMP: Allegations that as Arkansas governor, Bill Clinton abused the 
powers of his office, charges linked to a failing savings and loan 
company that cost U.S. taxpayers millions. 

Rep. LEACH: If you have a savings and loan kept in existence for a long 
period after its insolvency- 

CAMP: But who was responsible for keeping the S&L open afler it was 
broke? In this CNN special assignment investigation, we interview for the 
first time on television three key regulators, who made many of the 
decisions leading to the closing of Madison Guaranty Savings and Loan, an 
Arkansas S&L owned by a friend and business partner of then-Governor Bill 
Clinton. They dispute allegations that Mr. Clinton could or did do 
anything to keep Madison open. 

But first, some background about the controversy. Whitewater is the 
catch-all title for a story with many twists and turns. The suicide of 
White House official Vincent Foster, the commodities trading profits of 
Hillary Rodham Clinton, charges of cover-up, grand jury subpoenas for top 
administration officials, the White House on the defensive- 

Pres. BILL CLINTON: On my wife, I have never known a person with a 
stronger sense of right and wrong in my life. 

CAMP: President Clinton providing answers that raise even more questions. 

Pres. CLINTON: We in fact lost some S20,700 less than the lines report 
indicated because that loan came from a different place. 

CAMP: Congressman Jim Leach of Iowa- 

JIM LEACH (R-LA): -awkward kind of scandal 

CAMP: -ranking Republican on the House Banking Committee- 

Rep. LEACH: -to seek public accountability. 

CAMP: -has led the Whitewater charge. 

Rep. LEACH: It all began in the late 1970s when a budding S&L owner named 
James McDougal formed a 50-50 real estate venture with a young 
politician, the then-attorney general of Arkansas, Bill Clinton. 
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CAMP: The real estate venture was called Whitewater Development, 
described as a sweetheart deal for Bill and Hillary Clinton. But loan 
documents show they were on the hook for more than $200,000. 

JAMES McDOUGAL, Fmr. Clinton Business Partner: Well, they didn’t get a 
sweetheart deal. They were in a business arrangement where they were- 
owned notes and mortgages which made them liable for $250,000 or more. 

CAMP: Whitewater was a financial flop, although the amount of the 
Clintons' losses are in dispute. Later, in 1982, unrelated to Whitewater, 

Jim McDougal bought Madison Guaranty, which financed other unsuccessful 
real estate deals involving Arkansas political figures, but not the 
Clintons. Madison collapsed in the mid-1980s, leaving American taxpayers 
with a $68 million tab and questions about Bill Clinton’s role. Questions 
of whether Madison Guaranty funds were diverted by Jim McDougal to pay 
Whitewater debts or funneled into Mr. Clinton’s gubernatorial campaign. A 
special counsel and a small army of lawyers and investigators are looking 
into those and other charges. 

One of the most damaging, directly involving Mr. Clinton, is the 

allegation he helped keep Madison Guaranty open, long after it was broke, as a 

favor for his friend and business partner. Behind this central charge are 

specific allegations of favors Mr. Clinton did in return for Jim 

McDougal’s generosity. 

Allegation #1- that then-Governor Clinton appointed a state regulator 
friendly to Madison Guaranty, Beverly Bassett Schaffer, who kept Madison 
open despite the fact it was insolvent at the time. 

Allegation #2- the regulator approved a highly unusual financing plan for 
Madison Guaranty- a plan proposed by Hillary Clinton’s Rose Law Firm. 

Allegation #3- that the newly-appointed regulator had a conflict of 
interest because she previously did legal work for Madison and would have 
known of its financial problems. 

Our investigation deals with all these allegations. 

WALTER FAULK, Fmr. Federal Regulator: To my knowledge, there is nothing 
that the governor of the state of Arkansas did or could have done that 
would have delayed the action on this institution. 


CAMP: Walter Faulk is a former senior vice president with the Federal 
Home Loan Bank Board in Dallas, Texas. He supervised the investigations or 
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Arkansas S&Ls in che mid-19S0s. Faulk says the federal government, not 
the state of Arkansas, made the ultimate decision to close Madison 
Guaranty because its deposits were federally insured. 


[interviewing] Did or could the state of Arkansas keep Madison Savings 
and Loan open? 

Mr. FAULK: No, no. 

Rep. LEACH: Well, that would be his judgment. 

CAMP: But it's the judgment of a top federal official whose job it was to 
make these decisions. 


Rep. LEACH: This institution was state chartered, state regulated- the 
Federal Home Loan Bank Board did oversee, in a distant way, this 
institution and forced its closing in the end. But it could have been 
closed by state authorities. 


Mr. FAULK: Well, I think it would be a rather foolish move on their part 
because you would raise concerns within the community, you could have 
runs on that thrift and other thrifts and who would pay off the 
depositor? 


CAMP: The deposits were supposed to be guaranteed by FSLIC, the Federal 
Savings and Loan Insurance Corporation, but in the mid-’80s, FSLIC was 
almost broke and Madison Guaranty was a small fish in the ocean of S&L 
failures. 


Mr. FAULK: There’s problems in relation to some of the S2 billion - S3 
billion thrifts that we had in the district would not pale in comparison. 

CAMP: In a moment, we deal with allegations that then-Governor Clinton 
took steps to help Madison Guaranty. 
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BYLINE: JOHN CAMP 

HIGHLIGHT: Former Arkansas Securities Commissioner Beverly Bassett 
Schaffer refutes allegations that she kept Madison Guaranty Savings and 
Loan afloat after it was insolvent. Iowa Rep Jim Leach still contends she 
did. 

BODY: BOBBIE BATTISTA, Anchor: The Whitewater controversy. For two years, 
one allegation after another. In this CNN special assignment report, a 
former federal regulator has disputed that Bill Clinton as governor of 
Arkansas could have done anything to help a failing S&L owned by a friend 
and business partner. Our report continues with correspondent John Camp. 

JOHN CAMP, Senior Correspondent: We begin with the first of three 
specific allegations about then-Governor Clinton’s role in helping Jim 
McDougal’s Madison Guaranty- the charge that he appointed a state 
regulator to prolong the life of the failing company. 

BEVERLY BASSETT SCHAFFER, Former Arkansas Securities Commissioner: It’s 
just mind-boggling. 

CAMP: This is the regulator accused of keeping Madison open. 
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Ms. SCHAFFER: I was totally unfamiliar with Whitewater Development 
Company and I was not aware that the Clintons had a business partnership 
with Jim McDougal. 

CAMP: In 1985, 32-year-old Beverly Bassett Schaffer was working as a 
securities lawyer for one of Little Rock's biggest law firms. Mrs. 

Schaffer, who once worked for Mr. Clinton while he was attorney general, 
says she sought the securities commissioner job through her brother, a 
long-time Bill Clinton friend. Today, Mrs. Schaffer is caught in the 
middle of Whitewater- 

Rep. JIM LEACH (R-IA): The S&L was allowed to operate, despite being 
insolvent for an extended period. 

CAMP: -accused of compromising her integrity by not doing her job in 
1985. 

[interviewing] Was Madison insolvent? 

Ms. SCHAFFER: Madison was not insolvent. True, they needed capital and 
they needed to boost their net worth. 

CAMP: This federal examination report and other federal and state 
documents we inspected confirm that Madison was not insolvent in 1985, 
although federal regulators were closely monitoring it, under what is known as a 
supervisory agreement. 

WALTER FAULK, Fmr. Federal Regulator: My recollection is that this 
institution for some time, while not reporting insolvency, failed to meet 
its regulatory required capital requirements and therefore, that’s what 
led to some of the actions in the entering of supervisory agreements and 
that type of action in the past. 

CAMP: And by April, 1985, another federal official expressed general 
satisfaction with Madison’s business plan. 

[interviewing] Do you have any evidence, any suggestion, that the state 
of Arkansas did anything other than follow its own procedures and follow 
the procedures as outlined by the Federal Home Loan Bank? 

Rep. LEACH: When the Federal Home Loan Bank determined that the 
institution was- should be closed, it was closed. 

CAMP: No, sir. It was not. Determination of insolvency, as would meet the 
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guidelines of the federal government, were met in 1987. It was not until 
1989 that the federal government moved to close the institution. But I’m 
trying to determine who was at fault here? 

Rep. LEACH: Oh, if you say who’s at fault, I think you have a combination 
of people at fault. You have the state, you have the federal government, 
all of whom were slow. 

CAMP: In fact, it was the Congress that dragged its feet in the 
mid-1980s, delaying an S&L bailout measure that would have sharply 
reduced the taxpayers’ tab. 

Rep. LEACH: If you’d had a little earlier funding, the losses would not 
have been as heavy, but this applied across the board to all 
institutions. This institution lost as high, if not a higher percentage 
of its deposit base, of any institution in the United States of America. 

CAMP: But that would not have been the case if they had followed the 
recommendation of the Arkansas officials. 

Rep. LEACH: This institution was closed at the request of the United 
States government, not at the request of Arkansas officials. 

CAMP: But according to this December, 1987, letter, 15 months before the 
Feds closed Madison Guaranty, it was Beverly Bassett Schaffer that urged 
FSLIC, the Federal Insurance Agency, to take over the troubled S&L, 
saying ’Your prompt attention to this serious matter is requested.’ 

Ms. SCHAFFER: It would have been an irresponsible act on my part to go 
close a state-chartered savings and loan, knowing that the FSLIC had 
said, 'We don’t have any money right now to pay off the depositors.’ 

CAMP: At the time of Mrs. Schaffer’s letter, this audit report estimated 
Madison was about $10- 1/2 million in the hole. By 1989, when Madison was 
finally closed, losses had climbed to $15 million. Since then, the 
federal government has sold off Madison’s holdings at bargain basement 
prices and taxpayer losses have soared to $6S million today. 

Mr. FAULK: Had it been timely acquired, it’s my opinion that whatever the 
ultimate loss is, it could greatly have been curtailed, by the taking of 
more timely action. 

CAMP: So this would have been a federal problem, not a state problem. 
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Mr. FAULK: That’s correct. 

CAMP: And what about Beverly Bassett Schaffer’s role? 

Mr. FAULK: She acted responsible at all times and I don’t see how anyone 
could say, that knew the history of this case, or who would look into the 
history of the case, could say that she acted irresponsible or delayed or 
drug her feet in any manner whatsoever. 

CAMP: Next, Whitewater allegation #2, that Beverly Bassett Schaffer as 
Arkansas’ top banking regulator, approved what news reports have 
repeatedly described as a ’novel’ financing plan to help Madison 
Guaranty- a proposal by Hillary Clinton’s Rose Law Firm to sell preferred 
stock. 

Ms. SCHAFFER: Selling stock to raise capital is done every day. I can’t 
imagine suggesting that it’s a novel proposal to issue stock to raise 
capital. 

CAMP: In fact, documents show federal regulators knew about the stock 
sale proposal and hoped it would save Madison from collapsing. 

Mr. FAULK: It wasn’t unusual at all, I mean, in the national network of 
thrifts, you would find a lot of stock savings and loans. 

CAMP: Mrs. Schaffer claims she never approved the stock proposal- only 
said it was legal under Arkansas law. 

CAMP: Was there ever any direct contact by Hillary Clinton of your 
office? 

Ms. SCHAFFER: She made one telephone call early in the process, probably 
some time after we had received their letter but before I wrote my letter 
to the Rose Law Firm. And it was a perfunctory, very brief, 
non-substantive conversation, basically consisting of 'We’ve sent 
something out there. We have a letter. Who should we work with?’ 

CAMP: This is the top state investigator who handled the request, Charles 
Handley, a 25-year regulator. He says he had no dealings with Hillary 
Clinton. 

CHARLES HANDLEY, Arkansas Securities Dept.: No, never have met her 
personally. 
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CAMP: Nor, Handley says, was there anything unusual in the way Mrs. 
Schaffer handled Madison’s problems. 

Mr. HANDLEY: She didn’t give favorable- favorable treatment to the 
savings and loans or Mr. McDougal. I think- I think she done her job. 


CAMP: Although the stock proposal never received final approval, much has 
been made of this letter written by Mrs. Schaffer, a letter that began, 

’Dear Hillary-/ 

Ms. SCHAEFER: ’Dear Hillary/ I- I think so much- that’s a red herring. 
People need to go read it and see that it’s very businesslike, it 
addresses the question. There's nothing in there that says, ’How’s 
Chelsea? It's nice to-’ you know, ’-it was good to see you and Bill last 
weekend/ There isn’t any familiarity to it. 

CAMP: In fact, documents show the Arkansas Securities Department refused 
to give Madison necessary authorization to sell stock unless it could 
raise enough money to meet federal requirements. This effectively killed 
Madison's proposal. 

Ms. SCHAFFER: They were not very happy about it. 

CAMP: When we come back, questions of conflict of interest. 
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HIGHLIGHT: Former Arkansas Securities Commissioner Beverly Bassett 
Schaffer refutes allegations she had a conflict of interest in scandals 
surrounding Madison Guaranty Savings and Loan and Whitewater. 

BODY: BOBBIE BATTISTA, Anchor: In this CNN Special Assignment Report, 
we’ve dealt with Whitewater allegations that Bill Clinton, as Governor of 
Arkansas, did favors for a failing S & L owned by a friend and business 
partner. And with charges that an Arkansas regulator gave preferential 
treatment to Hillary Clinton’s law firm. John Camp continues our report 
now, with a look at whether that same regulator should have been involved 
in Madison Guarantee matters. 

JOHN CAMP, Senior Correspondent: At the center of Whitewater, charges of 
conflict of interest including an allegation against Beverly Bassett 
Schaffer, because she worked for a second law firm representing Madison 
Guarantee before becoming Securities Commissioner. But Mrs. Schaffer says 
she was only marginally involved in Madison’s legal affairs. 

BEVERLY BASSETT SCHAFFER, Former Arkansas Securities Commissioner: I 
wasn’t priwy, as I said, to discussions that may have occurred in the 
law firm about Madison’s regulatory problems or conditions, financial 
condition. 
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CAMP: Congressman Leach’s staff alleges an internal memo she wrote when 
she worked for the law firm was a clear cut conflict because it dealt 
with a Madison financed project. 

Ms. SCHAFFER: This was a narrow assignment with regard to this particular 
issue on a particular land sales transaction. 

CAMP: The transaction involved the Jim McDougal backed Campabello 
Development off the Maine coast, a project blamed for many of Madison 
Guarantee's financial problems. 

How well did you know Jim McDougal? 

Ms. SCHAFFER: Fve never met him. I’ve never had a phone conversation 
with him, received a letter from him or a memorandum. Nobody has called 
me and suggested that he knew me or that we had ever met. I don’t know 
chat we’ve ever been in the same room together. 

CAMP: Beverly Bassett Schaffer has been trying to clear her name ever 
since the Whitewater controversy began. 

Ms. SCHAFFER: It's very upsetting to me that the message that I got and 
I’ve gotten the last two years is, you can spend a lot of time making a 
record for yourself and having, building a good name, but you better not 
hope it counts for anything when it matters. 

CAMP: Mrs. Schaffer says she is fully cooperating with Special Counsel 
Robert Fiske who is conducting a broad scaled investigation of the 
Whitewater Affair. 

The Whitewater controversy, to a large extent, is about Arkansas politics 
and Beverly Schaffer and her husband, Archie, represent how small that 
political world is. He is a nephew of U.S. Senator Dale Bumpers and Chief 
Spokesman for Tyson Foods, Arkansas’ biggest employer and a company 
involved in its share of controversies because of ties to Bill Clinton 

What do you think about all this? 

ARCHIE SCHAFFER: Well, I have for about 25 years been involved in 
politics and government and P.R. one way or another and I’ve never seen 
anything like it really. 

Ms. SCHAFFER: Yeah, I don’t like it, but tough. I mean, I, that’s the way 
it is and Bill Clinton is President of the United States. 
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CAMP: And as President, Mr. Clinton has kept the controversy going with 
contradictory and sometimes confusing explanations about his actions as 
Arkansas governor. 

But as our report has shown, there seems to have been little, if 
anything, he could have done to help the S & L of his friend and business 
partner, Jim McDougal. If he did not, that answers one serious . .n.awate’- 
question. 

But the Whitewater controversy has many facets and Special Counsel Fiskc 
is faced with the job of answering the remaining questions. Tm John 
Camp, CNN Special Assignment. 
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Ah examination oc Mad iso a Cun ran cv ' s financial coadicioc and ooeraci 
fracc.tes is currancly being conducted by examiners representing the 
r oce Loan Ba-k 3oard. This examination is ao c ye*: complete. Koveve 
already disclosed matters oc serious suoe rvxso ry concern including u 
ussoucd pracricns, insracces oc aoncompliance with che July 19, 1934 
Supervisory Agreement and regulatory violations - Accordingly, a 
scheduling a board oc direc ro rs meeting for July 24, 1986 ar 1:20 p/a. 
hey.d ac che Federal Hoce Loan, Bank oc Dallas, 500 last John Carpenter Freeway 

as a result oc chls office ' s ongoing monitor!, 
have noced your association's continued failure ca/coaply/ with 
Iniauc net worth requirement of Section 563.13 oc che Insurance 



ions. Ac April 30, L986, your association’s regulatory net voi 


lan\$2.S million, soae 5 1 . 6 5 aillioa shorn ac its 


iaua requires 


As yobt <ndw, che July 19, 1981 Supervisory Agreement by and between chls 
office N^nd your associacion requires you Co tak^ ac tions, CQ-e!f ecc-Madr son 
Guarancy^^ycoapliance vrich che aec wocCh requirement of Insurance leguiacioc 
563.13. However, during 1985, Madison Guaranty's liabillcies grew 120” from 
$18 million Co $105.3 million. In che firsc four raonchs of 1986, liabilities 
grew 25” (annualized) co $115 million. This recent growth by your associacion 
appears cocaLly concradicco ry co your July 19, 1984 commitment co bring 
Madisoa Cuarancy Lnco aec worth cocpliar.ee. 


As k resuic oc che seriousness oc che preliminary re suits o f chn examination 
In progress ac your Institution, we cind ic necessary co c^ke immhdiace 
supervisory action. Accordingly, pursuacc co Insurance Begulacior.sN^od . 13(d) , 
we hcceby\direct you co cake che following corrective actions \ncil 



in it 
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jjv.-’s ice -jar. 
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I) The association shall upoa recsioc of this Letter Lhaediacely adjust Lis 
swings races co easure chat the races Lc pays to accrgct savings 
^eposizs are aoc La excess of che races paid oq comparable deposits by 
coopering icscitucioas^la-cha-same_market. Furthermore, Uncll che 
July 2-, 1986 nee ling , che associacioiT~'$hall Laaediacely reduce ics 
graven to*tfsure chac it vlli aoc increase Italia bill Cies ln\an aaounc 
chac ii/ia excess of che anouac of inceresc credited on saving's accounts 
and the aaounc necessary co fund icy loacs-in-procesY N oaLigacio\is or 
dlly binding camnimencs existing as of che dace of xhls lector. 

adlsoc Guaranty shall comply fully -rich che res eric cioas \nd 
r-quireneats of Insurance Regular ioc 563.9-8. Accordingly ,Nanoag tocher 
things , the association may aoc nake any additional ’’direct isnvescb 
as chat cam is defined in Sectioa 563.9-3(b)(l) of Che Ir.sur\nce 
Regulations, vlchouc che prior written approval of chis oiiic 

The association, and its wholly o’-nced subsidiary, shall inmedia^: 
cemineza the incentive ccatensecion plaas currentlv in affect 
Messrs. McDougal and Henley, whereby chey receive LOT of the ae : 
generated by Maciscn Financial Corporation and Madison Guaranty 
respectively. In addition, che cocoensacion paid co these two 
individuals snail be immediately adjusced co a level coocensura 

satioc paid co officers virh similar duties and res pons ii ill t/ie s , 
e employed by thrifts similar ia site a ad ope racing prac/ticed 
Guaranty. 

sociatioc or any of its subsidiaries shall aoc make pt carnal 
purthase or commit co . urciase, all or any part of / Loan Secured 
1 estate, until i; * '.less che following coad it torts have b^en net: 

e documentation requirements of Section 5oJdl7-L(c) of che\ 
suracce Regulations are fully sacisfied, 

!e aporaisal report obtained is ia daplia 
gui deiines of Memo rand un .R-**ib; aad 



apilaacer with - requirements and 


c) the loan has a Ican-co-value ratio of 90T or less based upon che 

lover of either che security property's sales price or ics appcaised 



392 


Madisoa Cunrancy Sa rings acd Loan 
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If /ou have aay quescioas regarding chis L^rcer or che July 2i f 1986 oeecing, 
pleasa fael free co concacr Chiip 0. iCiesewpccer or oyseLf ac (21^) 659-3500. 
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563.13. Sswevi r, curizg 1935, Mediae r Coarmy's liabilirias grav 12C~ free 
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1) The associazizz saall uzoc receipt: of ckia larzer izrceciazai/ ac yus z izs 
sz’rLz^s razes zz ensure zzaz zie rasas ir pays ra aczzzcr savings 
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z, x T ie - - --‘1 zzz. mi s i.- ar z .aa/..:f iza .su’zzidizries , 

ca_ rrzr.sacz— huaazess- wi.zz.azy_o5...che collovrizr zezed_ crura ales ezzepz. for 
b usiness z-za^-^ r id rurau aez c z cofizreczza l arra agezezzs enisziag a: che 
car; oi ferr.-.c — = rV, char oi'rira =us: be ’ sociiiSi *i.-i 
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Jiadisoa Gaa.ra.cc7 Sanrgs aee loac 
Association 
Au^a, Ardeesas 

J oss 13, 1336 
Pa** 3 

vriclrg prior co icy paycser or olCQG or rare by Macisoa Cuureccy or any 
or tea subsidiaries re ar.7 or cie £0 Howies ccapanias pursuacc ce sued a 
coucracraai arraagerarr . Id* ccocaeiis arc as follows : 


1) 

Cascla Saver ace Vacer Coccary 

2) 

Case!* Irdcsrrias, lee. 

3) 

The Vilsae Co . , lee - 

4) 

Hoc Scuff , Ice. 

5) 

Aiemcey Oevelorceer 

6) 

Sareesce lerarrrise 

7) 

Medisce dart:* cleg 

a) 

Mediae r ?-aal Iseaea 

9) 

Sesigrar Coes err eeioc 

. 105 

leeeserial levelopaeee Coeraey of lierls Iccic (I2C) 

11) 

ledescrial Ser-deas Co. C ISC) 

12) 

Madisce Prcperiias, lee. 

12) 

Dicia Coaeiearral leasing, Ice. 

1*0 

Aces range. Gasigrs 

13) 

Mas car Geveia-ers, lee. 

15) 

Islaed Coaser-oeeisa 


Id you hava aay quascices readies chis laerar or cbe July , 1986 ^ce* cleg 
plaasa faal fra* co c::::c: Chip G. Xiasavecear or myself ac (111) 6o9-o£QQ. 

7ery crcly yours, 

Vales r H. Pauli* 

Supervisory Agere 

WK” : CH: jc 


bee: ASSC-OHS 

2:ceelr.’ rior.o 
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ae c.rrs’tlv h a V e S:^:e char^srec! savi.:c: end 

lean asscc:a:ior.3 injured oy the :s:eril Savir.ss and Icon 
Insurance Corporation ("7SL II') vr.irr. are unquestionably 
*’ ^sel'i'sn” 2.“.i hava near. 5 c for a lone tire. these zhrs a 
isscciiri.cr.3 are: 

1. Central Aransas S*^i nc a And f • * 

Lean As sec i a tier. ("Central".;, 

Cm -ay, Arkansas - 71133 NC . 7 5 72 

2- Ccicmcr.vealth Savings and Lear. 

Asscciaticn (" Cc seen wealth" ) , : * 

Csceola, Arkansas - 73133 SC. 7 5Cr 

2. ha disen Guaranty Savings and Lear. 

Association ( * Madison " ) , 

Augusta, Arkansas - 7H133 NC. 7 SCI 

Enclosed are copies of cur initial letter to. each 
association regarding its insolvency and advising earn that 
Arkansas lav requires the Savings and loan Supervisor to 
file a petition tor the a poo in tmen t o f a receiver cr 
conservator id orood is not dilec that solvency has been 
restored in a reasonable amount o t tine, [Please note that 
the letter to Central is dated November 12, 1985 anc the 
letter to Ccruncnvealth is cated November 25, 1936. 

Co date, ue have not filed petitions to appoint 
receivers dor erase associations because ve have received r.c 
assurance that the fSLIC vi 11 accept the appointment ao 
receiver anc recause the federal home loan Bank 3oard of 
Dallas ( "73122" ) has repeatedly precised to find a purchaser 
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Mr. 5:?ua:: Root 
10,- 1237 

Pegs r-jo 


c: merger partner ior ir.e associati ms . vrr , rir.ee 

io arpar;:. ; new Here asscci a iicr.o ca.rr.e: ba rasm 

:a solvency vlllcc: crririar.ee si me 73111 arc sir.ee i 
appears ur. lively :.it; me 11133 -ill succeed ir. finding 
purchaser or ae:-e: partner, we raa: r 2 1 -m t :ia; :r.;:e 
l r. r e r esocci atisr.s be transferred irosciotely ir.e 13 
1 i tiro*. cares tar t.tesa transfers are not tsrir.csning . 
will be forced to lil® a periti.cn ir. Slate Court sirtiia 
tne one enclosed t z c e e i tr.a appein tr.ar.t cf a receiver 
erci: c: the cossci a ticr.s . 3* s .cuid '-3 fcavv lb :r::sec ir. 
ti.'.r.er, plaasa advise cl l.le procedure ar.d line irane 1 
tr.a appointed receiver car. expect. recording me receipt 
ir.e fends Cron the 1S112 to. orderly and nr.eiy liguldar 
e-c.n aaaocia:::.-:. 


m a t 
'.at 


Your pronpt attention to mi a oaricu* =a::ir 
recces ted . 


v e :v trtl v vc or s , 




kvr.^ 


Savings 5 lean Supervisor 


3B/y* 

enclosures 


Certified No. P-5S3 *57 ISP 
Kdt'jp.N ?. remr rcsucscpp 

or: Mr* M . C . Siasavettar 

Supervisory Agent 

:el8rtl dome, loan Srr.k Soars of Pallas 

? . C. Cox o 19C25 

Callas/lt. Kcrt.li Texas 751il 

Certified No. ?— 5C3 £57 351 
RCZUR.N RCCCI7T RiQdCSTlP 


5000327 
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SECURITIES DEPARTMENT 

HERITAGE WEST BUILDING - THIRD FLOOR 
201 EAST MARKHAM 
UTTLE ROCK. ARKANSAS 72201 

TELEPHONE 501 -371-1011 

September 23 f 1988 


Board of Directors 

MADISON GUARANTY SAVINGS 4 LOAN ASSOCIATION 
1 1 1 Edmonds 
McCrory, AR 72101 


Gentlemen: 

In our certified letter dated November IS, 1987, we advised 
ycu that based on certain financial statements filed with this 
Department, Madison Guaranty Savings ano Lean asscc: ati cn (“Asso- 
ciation') is insolvent. We further aevised ycu that the Savings 
and Loan Supervisor would be racuired to file a petition in the 
Chancery Court of Woodruff County, Arkansas fer the aooointment of 
a receiver or conservator for the Association if you did not file 
proof that solvency had been restored within a certain period. 

-upon the following financial statements which have been 
filed with this Department, the Association is still insolvent and 
Its caoital has become further impaired: 

Total Deficit 
Net Worth 

Audited Financial Statements 5 10,435,482.00 

Oated December 31, 1986 

Audited Financial Statements $ 14,110,611.00 

Dated Cecamber 31, 1987 

Federal Heme Loan Bank Beard Financial $ 1 5 , 044 , OCQ . GO 

Statements Dated August 31, 1988 

Since it is apparent that the solvency of the Association can- 
not be restored, we recuest that the Association taka immediate 
stepa to convert the State charter of the Association to a Federal 
charter. Application for conversion to a Federal association 
should be made within sixty (60) days frem the date cf this letter. 
If such application has not been made within that time, the Deoart- 
ment will be forced to file a petition in the Chancery Court of 
Woodruff County, Arkansas seeking the appointment of a receiver for 
the Association. 
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Board of Directors 

MADISON GUARANTY SAVINGS 4 LOAN ASSOCIATION 
September S3, 1 sea 

Pago Two 


By cooy of this letter w© are advising Mr. George Barclay, 
Principal Supervisory Agent of the Federal Heme Loan Bank Beard of 
Dallas and Mr. Stawart Root, Director of the Federal Savings ana 
Loan Insurance Corporation, of our planned action. 


Cordial ly , 



Savings & Loan Association Supervisor 

88/1 h 

CERTIFIED MAIL - RETURN RECEIPT RECUESTED 
CERTIFIED #P-243 815 473 

cc: Mr. George Barclay 

Principal Supervisory Agent 
FEDERAL HOME LOAN SANK BOARD CF DALLAS 
500 East Jchn Carpenter Freeway 
Dallas/Fort Worth, TX 75251 

CERTIFIED MAIL - RETURN RECEIPT REQUESTED 
CERTIFIED *P-243 815 470 


Mr. Stewart Root, Director 

FEDERAL SAVINGS AND LOAN INSURANCE CORPORATION 
1700 G. Street, N.W. 

Washington, D.C. 20552 

CERTIFIED MAIL - RETURN RECEIPT RECUESTED 
CERTIFIED 4P-243 315 471 

Mr. Tommy Trantham, President 

MADISON GUARANTY SAVINGS AND LOAN ASSOC I ATI CN 
15th and Main Street 
Little Reck, AR 72201 

CERTIFIED MAIL - RETURN RECEIPT RECUESTED 
CERTIFIED f F— 243 815 474 
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"MR. FAULK: That's correct." 

"MR. CAMP: And what about Beverly Bassett 

Schaffer's role? 

"MR. FAULK: She acted responsibly at all times, 

and I don-' t see how anyone could say that knew the 
history of this case, or would look into the history of 
this case, could say that she acted irresponsibly or 
delayed or drug her feet in any manner whatsoever. " 

Now let me turn, Ms. Schaffer to the question of the 
appropriateness of the raising of capital through the sale 
of preferred stock that was a year- and- a -half or so before 
this Federal Home Loan Bank Board meeting that we have 
described here today together with your memo to Mr. Bratton. 

So a year- and- a -half before you were advised that the 
Rose Law Firm has been retained by Madison Guaranty Savings 
& Loan to look into the possibility of raising capital 
through the issuance of preferred stock. 

Now is it correct that this is a matter- -that is, the 
raising of capital through the issuance of preferred 
stock- -that was widely considered throughout the United 
States at this time? 

Ms. Schaffer. The preferred stock, I guess the 
instrument, the preferred stock instrument that was being 
considered, the kind of instrument that was being considered 
by Madison, was being considered and recommended really 
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everywhere by federal regulators particularly for small 
savings and loans, closely held entities without a market, 
no public market for common stock, was as an alternative or 
as a way to raise capital - -obviously debt, you know, would 
not be counted as part of their regulatory net work- -for a 
small institution with no other way of- -no public market, 
you know, for common stock of any kind, preferred stock was 
probably the only realistic instrument available to raise 
equity to infuse capital in a savings and loan during this 
tine, and that is why the Federal Home Loan Bank was pushing 
it. 

Mr. Ben-Veniste. All right. And let me ask you this: 
When you say the Federal Home Loan Bank was pushing it, in 
other words this was something that the federal regulators 
saw as a salutary way, a good way for the banks in trouble 
to raise their capitalization? 

Ms. Schaffer. One of the few ways. 

Mr. Ben-Veniste. Now let me refer you to a November 
1985 article that appeared in The American Banker , and refer 
to it very briefly. This is obviously a LEXIS -NEXUS 
printout from that publication, and I refer to the paragraph 
on the first page of the article- -it is a long article, and 
I am not going to go into all the details- -but it says here: 
“The capitalization of the thrift industry 

gradually declined during the 1970s and early 1980s. 
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Only in the past year has the slide in the industry 
average capital - to-asset ratio been halted, and the 
capital basis of many thrifts still remain too thin." 
That was a problem of Madison Guaranty Savings & Loan; 
correct? — 

Ms. Schaffer. Yes. Without sufficient capital, with 
the losses in the real estate, there was no capital to write 
those losses off against. As their net worth eroded, the 
more capital they needed to book any losses against down the 
road. 

Mr. Ben-Veniste. And then they would be in a net loss 
position and insolvent? If they were too thin, the danger 
was they would go under the line? 

Ms. Schaffer. Right. 

Mr. Ben-Veniste. Now skipping a paragraph: 

"In response to the concerns over their soundness, 
thrifts, like banks, have employed a variety of methods 
to improver capitalization, including increases in their 
retained earnings, issuing new common and preferred 
stock, and instituting new forms of long-term debt." 
Correct? 

Ms. Schaffer. Correct. 

Mr. Ben-Veniste. And this was very commonly known 
throughout the country, and something which the federal 
regulators were encouraging savings and loans to do, as well 
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as banks, in order to improve their position? 

Ms. Schaffer. That's my belief. 

Mr. Ben-Veniste. Okay. Now in fact, the work that the 
Rose Law Firm was doing and handled by Mr. Massey, Mr. Brady 
and Mr. Handley, did you have contact with Mr. Massey? 

Mr. Handley. I did. 

Mr. Brady. I did not. 

Mr. Ben-Veniste. Mr. Handley, you had contact with Mr. 
Massey and what was the issue over which you had contact? 

Mr. Handley. Well, initially it was the preferred stock 
issue; and later they filed a broker-dealer application. 

Mr. Ben-Veniste. In connection with the preferred stock 
issue, while you all agreed that under Arkansas law it would 
be permissible for Madison Guaranty Savings & Loan to 
increase its capitalization through the issuance of 
preferred stock, there was a hitch, wasn't there? 

Mr. Handley. Yes. They had to file a specific 
application to do so. Right. 

Mr. Ben-Veniste. And what was that, Ms. Schaffer? 

Ms. Schaffer. The specific application? 

Mr. Ben-Veniste. The "hitch" that was- -the condition 
that was attached to their ability to do it. 

Ms. Schaffer. Well, the initial approval, so-called 
"approval" of the novel stock plan was really just an 
opinion that state law didn' t prohibit issuance of preferred 
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1ST DOCUMENT of Level 1 printed in FULL format. 

FEDERAL HOME LOAN BANK BOARD 
AGENCY: Federal Home Loan Bank Board. 

12 CFR Parts 561 and 563 

Amendments Relating to the Issuance and Use of Subordinated 
Debt Securities 

50 FR 20550 

May 17, 1985 


ACTION: Final rule. 

SUMMARY: The Federal Home Loan Bank Board ("Board") as the operating head of the 

Federal Savings and Loan Insurance Corporation ("FSLIC" or "Corporation"), is 

amending its regulations pertaining to the issuance and use of subordinated debt 

securities as regulatory net worth by institutions the accounts of which are 

insured by the FSLIC ("insured institutions"). The changes are intended to 

eliminate the use of techniques that tend to overstate the capital adequacy of 

insured institutions and therefore increase FSLIC risk. Four principal changes 

have been made. First, the amendment provides that for subordinated debt issued 

after December 5, 1984, the amount includable as net worth must be amortized 

pursuant to a schedule which permits 1 00 percent to be included when the years 

to maturity are greater than or equal to seven, and decreases by approximately 

one-seventh each year thereafter. Second, the amendment prohibits an insured 

institution from selling subordinated debt securities to other insured 

institutions or their corporate affiliates and including the subordinate debt as 

part of its regulatory net worth. The amendment does not, however, prohibit 

sales of subordinated debt to the issuer’s corporate affiliates or sales to 

diversified savings and loan holding companies and their non-insured-institution 

subsidiaries. Third, the amendment requires that the subordinated debt 

certificate and any related document include specified language regarding the 

rights of the FSLIC in determining the treatment of subordinated debt 

liabilities of an insured institution which is in receivership. Fourth, the 

amendment delegates to the Principal Supervisory Agents the authority to approve 

most subordinated debt applications. Subordinated debt applications involving 

novel policy issues or offerings circulars for subordinated debt to be sold in a 

public offerings will continue to be received at the Board. Finally, a number of 

technical and clarifying changes have been made. 

When this amendment was proposed on November 30, 1984, the Board notified the 
public that it was proposing to use as an effective date the publication date of 
the proposal. Accordingly, the effective date of this amendment is December 5. 

1984. 
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FFECTIVE DATE: December 5, 1984. 


OR FURTHER INFORMATION CONTACT: James H. Underwood, Attorney, Office of 
'ounsel, (202) 377-6649, or Francis M. Passarelli, Deputy Director, Office of 


50 FR 20550 


PAGE 3 


laminations and Supervision, (202) 377-6493. or Joseph A. McKenzie, Economist 
Iffice of Policy and Economic Research, (202) j77-676j, Federal Home Loan Bank 
loard, 1700 G Street, NW., Washington, D.C. 20552. 


rEXT: Dated: April 18. 1985. , ... , 

SUPPLEMENTARY INFORMATION: By Resolution No. 84-680, dated November 

49 

r R 47499), the Board proposed revisions to its regulations concerning the 
ssuance and inclusion of subordinated debt as regulatory net worth (’’the 
Droposal"). As part of the proposal, the Board proposed revisions to the 
subordinated debt and regulatory net-worth regulations, to: (1) Provide that the 
amount of subordinated debt includable as net worth would be amortized by 
approximately one-seventh each year beginning when the term to maturity of the 
subordinated debt is less than seven years; (2) prohibit the sale of 
subordinated debt to insured institutions or their corporate affiliates 
(excluding corporate affiliates of the issuer) if such subordinated debt is to 
be included in the issuer’s regulatory net worth; (3) clarify the rights of the 
FSLIC in determining the treatment of subordinated debt liabilities of an 
insured institution which is in receivership; and (4) delegate to the Principal 
Supervisory Agents the authority to approve most subordinated debt applications. 

In addition, the Board proposed a number of technical and clarifying changes to 
12 CFR 563.8 and 563.8-1, the Board’s regulations pertaining to general 
borrowings and subordinated debt offerings. 


30, 


1984 


As indicated in the proposal, the Board does not believe that subordinated 
debt should be treated as the equivalent of retained earnings and capital stock 
for purposes of complying with the Board’s net-worth requirement. Although the 
Board recognizes that subordinated debt affords protection to the FSLIC in the 
event of insolvency of an insured institution, the proposal reflects the Board s 
belief that the use of an amortization schedule which reduces the amount of 
subordinated debt includable as net worth as the subordinated debt approaches 
maturity appropriately recognizes that subordinated debt is a non-permanent 
liability which must be repaid upon maturity. 
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Similiarly, the proposed revision to the subordinated debt regulation to 
prohibit subordinated debt that has been issued to other insured institutions or 
their corporate affiliates from being included as regulatory net worth was 
intended to recognize the economic reality that no risk has been transferred 
outside the group of institutions with FSLIC-insured accounts when the purchaser 
of the subordinated debt security is another insured institution or a corporate 
affiliate thereof. Finally, the third major change set forth in the proposal, 
which would clarify the rights of the FSLIC to determine the treatment of 
subordinated debt liabilities in receivership cases, was intended to ensure that 
subordinated debt which is included as part of an insured institution's 
regulatory capital will help to reduce the FSLIC’s costs in receivership cases 
and that the investing public will be aware of the treatment afforded such 
securities in the event of receivership. 

Summary and Discussion of Comments Received on the Proposal 

The Board received fifteen public comments in response to its proposal. Ten 
of the comments were received from savings and loan associations and Federal 
savings banks. Of the remainder, two were from law firms, and three from trade 
associations. Four commenters generally endorsed the proposal. Of those 
commenters who were opposed to all or part of the proposal, one was generally 
opposed to the proposal, eight were in general agreement with the proposal but 

PAGE 4 
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objected to certain of its provisions, and two expressed no opinion on the 
proposal as a whole but objected to particular provisions. 

Three commenters objected to the proposed requirement of a phased reduction 
in the amount of an subordinated debt issue qualifying as net worth, because no 
exemption was provided for subordinated debt issued with a sinking fund or 
serial maturity feature. These commenters argued that adoption of such a rule 
would result in duplicative reductions to net worth because of the net-worth 
amortization schedule and the fact that the scheduled prepayments or redemptions 
would reduce the amount of subordinated debt outstanding to which the 
amortization schedule would apply. Because of these features, it was argued that 
the proposed regulation would create disincentives to issuing subordinated debt 
with a sinking fund or a serial maturity feature. 

As the commenters correctly pointed out, one of the issues addressed by the 
proposal was the Board’s concern that the current regulation, which permits 100 
percent of a subordinated debt issue to be included as net worth until the 
remaining period to maturity is less than one year, does not take into account 
the fact that the degree of protection provided to the FSLIC by subordinated 
debt diminishes as the subordinated debt issue approaches maturity. Because the 
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amount of a subordinated issue outstanding, and the amount includable as net 
worth, would be reduced over time for those subordinated debt issues with a 
sinking fund or a serial maturity feature, the commenters suggested that there 
was no need for those types of subordinated debt issues to be subject to the 
amortization schedule. 

What was ignored by the commenters, however, was the second issue addressed 
by the Board in its proposal, concerning the significant leveraging potential of 
a subordinated debt issue as it approaches maturity. The Board believes that 
this leveraging potential should be reduced by a phased reduction in the 
proportion of the then-outstanding subordinated debt issue that can qualify for 
regulatory net worth. For a subordinated debt issue without a sinking fund or 
other required prepayments, the amount of money at risk, until the debt matures, 
is the original issue size. 

On a subordinated debt issue with a sinking fund or serial maturity feature, 
however, the amount of money at risk, and the protection afforded the FSLIC, is 
gradually reduced as the sinking fund or serial payments are made. By not 
applying the phased-reduction requirement prepayments, the Board would be 
permitting, in effect, 100 percent of a shrinking issue to count as regulatory 
net worth while constantly reducing the qualifying regulatory- net- worth 
proportion of a larger and longer maturity non-sinking-fund issue. After 
consideration of these factors, the Board does not believe that it would be 
appropriate to distinguish between subordinated debt issues with a sinking fund 
or serial maturity feature and those without such features. 


Several commenters suggested revisions to the seven-year amortization 
schedule. For example, one suggested that 100 percent of the subordinated debt 
issue be included as regulatory net worth during the first five years that the 
issue is outstanding, then be reduced on a straight-line basis for the remaining 
term of the issue, while another commenter suggested that the amortization . 
schedule only take effect over the last half of the maturity schedule. After 
further consideration of this issue, the Board believes that the proposed 
seven-year amortization schedule is appropriate because it provides for a more 
gradual reduction of the issuer’s regulatory net worth, thus giving the issuer 
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more time either to replace the regulatory capital by the issuance of additional 
capital stock and/or subordinated debt or to adjust the amount of its 
liabilities to compensate for the reduction in its regulatory net worth. In 
addition, the seven-year amortization schedule encourages the issuance of 
longer-term subordinated debt, which affords the FSL1C a greater degree of 
protection. 

One commenter asked the Board to explicitly address the treatment of 
subordinated debt that was either approved before December 5, 1984, the proposal 
date, or for which a substantially complete application was on file prior to 
that date. Although the Board indicated in the preamble of the proposal that 
subordinated debt which had previously been approved or for which a 
substantially complete application was filed by December 5, 1984, would be 
permitted to be included as regulatory net worth in accordance with the 
regulation as then in effect, this '’grandfathering” provision has been 
incorporated in the final regulation. 

Two commenters suggested that the prohibition on sales of subordinated debt 
to other insured institutions or their corporate affiliates be modified to 
permit such investments in de minimis amounts, e.g., one percent of assets. In 
addition, one commenter suggested that there should be no prohibition of sales 
to insured institutions if the transaction is not part of any related 
transaction between the insured institutions involving the purchase or sale of 
other assets. As indicated in the proposal, the Board does not believe that 
subordinated debt which has been issued to other insured institutions or their 
corporate affiliates should be included as regulatory net worth since no risk 
has been transferred to a third party outside of the group of FSLIC members. The 
Board notes, however, that the final rule allows for a waiver of the restriction 
on the sale of subordinated debt to other insured institutions where unusual 
circumstances would justify such a waiver. 

Two commenters also objected to a restriction on sales of subordinated debt 
to other insured institutions because the effect would be to prohibit the use of 
a subordinated debt security as collateral for a loan from any insured 
institution. For the reasons discussed above, the Board does not believe that 
subordinated debt which is held by other insured institutions should be 
permitted to be included as part of the issuer’s regulatory net worth, and it 
sees no reason to make an exception to permit the use of subordinated debt as 
collateral for a loan from an insured institution. In such a case, default by 
the borrower would result in the insured lender holding subordinated debt issued 
by another insured institution, to the ultimate detriment of the FSLIC. 

In connection with the proposal, the Board specifically requested comments on 
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two issues: (1) With regard to the treatment of subordinated debt as regulatory 
net worth, whether subordinated debt that is convertible into common stock 
should be treated differently from non-convertible subordinated debt, and (2) in 
connection with the proposed prohibition of the sale of subordinated debt to 
other insured institutions or their corporate affiliates, whether any 
distinction should be made between sales of subordinated debt to diversified and 
non-diversified savings and loan holding companies. With respect to the first 
issue, the Board received only one comment. The commenter suggested that 
convertible subordinated debt not be subject to the seven-year amortization 
schedule but failed to provide any reasoned basis for the distinction. Upon 
further consideration of this issue, the Board has determined that there is no 
need to make any distinction in the regulation between convertible and 
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non-convertible subordinated debt. Upon proper application, however, the Board 
would be disposed to permit subordinated debt which automatically converts to 
permanent capital stock to be 100-percent includable as regulatory net worth and 
not subject to any net-worth amortization schedule. 

The Board received no comments on the second issue. The Board recognizes that 
the purchase of subordinated debt by a diversified savings and loan holding 
company (or one of its non-insured-institution subsidiaries) involves the risk 
that the issuing insured institution may fail and negatively affect the 
financial strength of the holding company. The Board believes, however, that 
diversified savings and loan holding companies, unlike non-diversified holding 
companies, will usually have sufficient financial strength to absorb potential 
losses resulting from the failure of the issuing insured institution and still 
ensure the capital adequacy of their own insured subsidiaries. The final rule, 
therefore, permits insured institutions to issue subordinated debt to 
diversified savings and loan holding companies and their non-insured-institution 
subsidiaries and to include the subordinated debt as part of their regulatory 
net worth. 

One commenter also requested that the Board address the issue of whether an 
insured institution may sell subordinated debt to its service corporation or 
finance subsidiary and include the subordinated debt as part of its regulatory 
net worth. Although the final rule does not prohibit an insured institution from 
selling subordinated debt to its service corporation or finance subsidiary, the 
Board would not generally approve the inclusion of the subordinated debt as 
regulatory net worth since the transaction does not result in any risk being 
transferred outside of the FSLIC insurance system, or, in this case, outside the 
insured institution itself. If the service corporation or finance subsidiary 
were merely being used as a conduit for the transfer of funds from an 
independent third party, however, the Board, under circumstances where no assets 
of the parent savings and loan association were being transferred to the finance 
subsidiary or service corporation and which resulted in a transfer of risk to 
parties other than FSLIC members, may be willing to approve the use of the 
subordinated debt as regulatory net worth. 

The Board is aware that during the past year many institutions have issued 
subordinated debt to "limited purpose" finance subsidiaries which obtained the 
funds to purchase the subordinated debt by issuing preferred stock to 
independent third parties. These transactions were typically structured so that, 
prior to the issuance of the preferred stock, the parent savings and loan 
institution would transfer to a second-tier finance subsidiary interest-earning 
assets with a market value in excess of the redemption price of the to-be-issued 
preferred stock. The finance subsidiary would then issue preferred stock to the 
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public and use all or part of the net proceeds to purchase subordinated debt of 
the parent savings and loan institution. In addition, once the preferred stock 
was issued, the finance subsidiary would be obligated to maintain assets having 
a market value equal to or in excess of the amount necessary to pay the 
redemption price of the preferred stock. 

After careful consideration of the issues involved in these transactions, the 
Board has concluded that the parent savings and loan association should not be 
permitted to include as part of its regulatory net worth the subordinated debt 
issued to its finance subsidiary. The basis for the Board’s conclusion is that 
the transaction, when viewed as a whole, does not result in any transfer of risk 
from the FSLIC to an independent third party since the holders of the 
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preferred stock will have priority in liquidation over the FSLIC with regard to 
the assets of the finance subsidiary in the event that the parent savings and 
loan association becomes insolvent and is placed in receivership. 

Because there may be other transactions involving the issuance of 
subordinated debt to a service corporation or finance subsidiary which the Board 
may be willing to approve, the Board does not believe that it would be 
appropriate to include as part of the final rule a flat prohibition on these 
types of transactions. Instead, the Board intends to retain the flexibility to 
review applications involving the issuance of subordinated debt to a service 
corporation or a finance subsidiary on a case-by-case basis. To address the 
Board’s concern, as discussed in the preamble of the proposal, that issuance of 
subordinated debt should result in a transfer of risk to parties outside the 
FSLIC insurance system, the text of the final rule is clarified to specifically 
require that issuance of subordinated debt must result in the transfer of risk 
outside the FSLIC insurance system in order for the subordinated debt to qualify 
as net worth. 


412 


The Final Rule 

The Board notes that the final rule being adopted today is substantially 
similar to the proposal. Section 561.13 has been modified to make clear that 
subordinated debt approved pursuant to @ 563.8-1 prior to December 5, 1984, or 
for which a substantially complete application was on File prior to that date, 
would be 100-percent includable as regulatory net worth until the remaining 
period to maturity is less than one year. The proposed change to @ 563.8-1 has 
been modified to clarify that the prohibition on sales of subordinated debt to 
insured institutions or their corporate affiliates does not extend to corporate 
affiliates of the issuer or to diversified savings and loan holding companies 
and their non-insured-institution subsidiaries. 

As discussed previously, the effective date of this rule is December 5, 1984, 
the date the proposed rule was published in the Federal Register (49 FR 47499). 
The Board is aware that several applications have been filed and approved since 
the date of the publication which conformed with the proposed rule. Although the 
final rule is substantially similar to the proposed rule, questions have arisen 
as to whether the changes being made by today’s action will have any effect on 
those applications which were approved during the interim period. The Board 
wishes to take this opportunity to confirm that applications which were in 
conformity with the proposed rule and were approved during the period since 
December 5, 1984, will not be affected by the final rule. Similarly, 
institutions which have issued subordinated debt during the interim period which 
was in conformity with the proposed rule but have not yet filed an application 
pursuant to @ 563.8-1 will not be required to amend their certificate forms or 
related indentures or purchase agreements in order to obtain approval of the 
subordinated debt application. 


Final Regulatory Flexibility Analysis 

Pursuant to section 3 of the Regulatory Flexibility Act, Pub. L. 96-354, 94 
Stat. 1164 (1980), the Board is providing the following regulatory flexibility 
analysis. 
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1. Need for and objectives of the rule. These elements are incorporated above 
in the SUPPLEMENTARY INFORMATION. 

2. Issues raised by public comments and agency assessment and response. These 
elements are incorporated above in the SUPPLEMENTARY INFORMATION. 


3. Alternative to the final rule. There are no alternatives to the 
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elimination of techniques that overstate the capital adequacy of small 
institutions and cause greater risks to the FSLIC that would be less burdensome 
in addressing the concerns expressed in the SUPPLEMENTARY INFORMATION set lorth 
above. 


Lists of Subjects in 12 CFR Parts 561 and 563 

Insurance of accounts, Savings and loan associations. 

Accordingly, the Board hereby amends Parts 561 and 563. Subchapter D, Chapter 
V of Title 12, Code of Federal Regulations, as set forth below. 

SUBCHAPTER D - FEDERAL SAVINGS AND LOAN INSURANCE CORPORATION 

1. The authority for 12 CFR Parts 561 and 563 will continue to be: Sec. 17, 

47 Stat. 736, as amended (12 U.S.C. 1437); Secs. 2 and 5, 48 Stat. 128 and 132, 
as amended (12 U.S.C. 1462 and 1464); Sec. 409, 94 Stat. 160, Sec. 5A, 47 Stat. 

727, as amended by sec. 1, 64 Stat. 256, as amended, sec. 17, 47 Stat. 736, as 
amended (12 U.S.C. 1464); secs. 401, 402, 403, 405, 406, 407, 48 Stat. 1255, 

1256, 1257, 1259, 1260, as amended (12 U.S.C. 1724, 1725, 1726, 1729, 1730), 

Reorg. Plan No. 3 of 1947, 12 FR 4981, 3 CFR, 1943-1948 Comp., p. 1071; sec. 4, 

80 Stat 824, as amended (12 U.S.C. 1425a). 

PART 561 - DEFINITIONS 

2. Amend @ 561.13 by revising paragraph (a); redesignating paragraph (c) as 
new paragraph (d) and revising the text thereof; and adding new paragraph (c); 
as follows: 

@561.13 Regulatory net worth. 

(a) The term "regulatory net worth" means the sum of all reserve accounts 
(except specific or valuation reserves), retained earnings, common stock, 
preferred stock, mutual capital certificates (issued pursuant to @ 563.7-4 of 
this subchapter), securities which constitute permanent equity capital in 
accordance with generally accepted accounting principles (if approved by the 
Corporation), appraised equity capital (as defined in @ 563.13(c) of this 
subchapter), and any other nonwithdrawable accounts of an insured institution: 

Provided, that for any non-permanent instrument qualifying as regulatory net 
worth under this section, either (1) the remaining period to maturity or 
required redemption (or time of any required sinking fund or other prepayment or 
reserve allocation, with respect to the amount of such prepayment or reserve) is 
not less than one year, or (2) the redemption or prepayment is only at the 
option of the issuer and such payments would not cause the institution to fail 
to meet its net- worth requirement under @ 563.13 of this subchapter; and 
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Provided further, that capital stock may be included as net worth without 
limitation if it would otherwise qualify but for either (i) a provision 


permitting redemption in the event of a merger, consolidation, or reorganization 
approved by the Corporation where the issuing institution is not the survivor, 
or (ii) a provision permitting a redemption where the funds for redemption are 
raised by the issuance of permanent stock. 


(c)(1) The term "regulatory net worth" also includes subordinated debt 
securities issued pursuant to @ 563.8-1 of this subchapter: Provided, that an 
institution whose application to include subordinated debt in net worth pursuant 
to @ 563.8-1 was approved prior to December 5, 1984, shall be permitted to 
continue to include 100 percent of the principal amount of such subordinated 
debt as regulatory net worth until the remaining period to maturity (or time of 
any required sinking fund or other prepayment or reserve allocation, with 
respect to the amount of such prepayment or reserve) is less than one year; 
Provided further, that an institution that had filed a substantially complete 
application pursuant to @ 563.8-1 prior to December 5, 1984, shall be permitted 
to include 100 percent of the subordinated debt issued pursuant to such 
application as regulatory net worth until the remaining period to maturity (or 
time of any required sinking fund or other prepayment or reserve allocation, 
with respect to the amount of such prepayment or reserve) is less then one year 
if such subordinated debt otherwise is in compliance with the requirements of @ 
563.8-1 and if such application is not amended in any material respect 
subsequent to December 5, 1984; and Provided further, that except as otherwise 
provided in this paragraph (c)(1) and unless otherwise approved by the 
Corporation in writing, subordinated debt securities issued pursuant to @ 

563.8-1 after December 5, 1984, may be included as regulatory net worth only in 
accordance with the following schedule: 

Years to maturity of outstanding subordinated debt Percent 
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* * * * * 


included 
in net 
worth 


Greater than or equal to 7 


100 


Less than 7 but greater than or equal to 6 

Less than 6 but greater than or equal to 5 

Less than 5 but greater than or equal to 4 

Less than 4 but greater than or equal to 3 

Less than 3 but greater than or equal to 2 

Less than 2 but greater than or equal to 1 


86 

71 

57 

43 

29 

14 
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Less than 1 y 

(2) For purposes of determining the principal amount outstanding of an 
obligation issued at a discount which exceeds 10 percent of the face amount, the 
issuing institution shall treat as principal only the gross consideration 

actually received upon issuance plus the accured interest not payable until 
maturity, as of the date of the computation. In the case of an instrument sold 
at a discount which exceeds 10 percent and which bears no stated rate of 
interest, the amount which can be added to principal each period is an amount 
equal to the accured interest payable computed on the “level-yield" or 
"interest" method. 

(3) For purposes of computing the amount of subordinated debt includable as 
regulatory net worth pursuant to this paragraph, the issuing institution must 
determine the effective maturity of each portion of the principal amount 
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outstanding of the subordinated debt which is subject to required sinking-fund 
payments, other required prepayments and required reserve allocations, and 
calculate the percentage amount of each portion of the principal amount 
outstanding which may be included pursuant to the schedule set forth in this 
paragraph. 

(d) Unless the context indicates otherwise, the term "net worth" whenever 
used in this subchapter shall mean "regulatory net worth" as defined in this 
section, except that the term as used in @ 563.8-4 shall not include items 
permitted to be used pursuant to @ 563.13(c). 

PART 563 - OPERATIONS 

3. Amend @ 563.8 by revising paragraph (f)(1); removing the word "or" at the 
end of paragraph (f)(2)(i)(b), substituting a semi-colon for the period at the 
end of paragraph (f)(2)(i)(c), and adding paragraph (f)(2)(i)(d); revising the 
introductory text of paragraph (f)(2)(H); and revising paragraphs (g) and (h) 
as follows: 
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@ 563.8 Borrowing limitations. 


(f) Minimum denominations of securities evidencing outside borrowings. 

(1) General. The minimum denomination of the security shall be $100,000, and 
the purchase price upon original issue shall be at least $90,000. 

(2) Exceptions. 

(0 * * * 


(d) Distributed exclusively abroad to foreign nationals, provided the 
offering is made subject to safeguards reasonably designed to preclude 
distribution or redistribution of the securities within, or to nationals of, the 
United States. Such safeguards include, without limitation, measures that would 
be sufficient such that registration of the offering would not be required if 
the issuer were subject to the Securities Act of 1933. 

(ii) The minimum denomination may be $1,000 (without regard to purchase 
price) if the securities are not offered or sold at any office of the 
institution or any of its affiliates, and 


♦ * * * * 

(g) Disclosure. No insured institution shall, directly or indirectly in 
connection with the offer, sale, or issuance of a security evidencing a 
borrowing pursuant to this section, make any statement that: (1) Is false or 
misleading with respect to any material fact; or (2) omits to state any material 
fact (i) necessary in order to make the statements made, in light of 
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circumstances under which they were made, neither false nor misleading, or (ii) 
during the period the securities are being offered, necessary to correct any 
earlier statement made in the offering materials that has subsequently become 
false or misleading. 

(h) Offering Circular. (1) Review. No final offering circular shall be 
furnished to purchasers under paragraph (f)(2)(ii)(b) of this section unless it 
is filed with the Corporate and Securities Division of the Board’s Office of 
General Counsel, and declared effective by the General Counsel or his designee, 
prior to its use. 

(2) Content. A final offering circular under this section shall be in a form 
satisfactory to the Corporation. At a minimum, it shall contain information in 
detail comparable to that required under the Securities Act of 1933, General 
Form of Registration S-l, or such other form as would be appropriate if the 
issuing institution meets the eligibility requirements prescribed by the 
Securities and Exchange Commission for use of that form, and Item 7 of Form PS 
as prescribed in Part 563b of this subchapter. 

(3) Financial statements. A final offering circular under this section shall 
contain financial statements required by the appropriate form under the 
Securities Act of 1933 which the insured institution would be eligible to use. 

Such financial statements shall be prepared in accordance with the requirements 
of @ 563c. f of this subchapter. The issuer shall make available promptly upon 
request to each purchaser of a security issued subject to the requirements of 
paragraph (f)(2)(ii)(b) (including purchasers upon resale) while the securities 
are outstanding, audited annual statements of condition and operation, and 
comparative unaudited quarterly statements of condition and operations for the 
first three quarters. 


***** 

4. Amend @ 563.8-1 by substituting a semi-colon for the period at the end of 
paragraph (b)(2)(iv) and adding new paragraphs (b)(2)(v) and (b)(3); revising 
the introductory text of paragraph (d); revising paragraphs (d)(l)(i) and 
(d)(l)(v); adding new paragraph (d)(l)(vi); revising paragraph (d)(3); and 
adding new paragraph (i), as follows: 
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@ 563.8-1 Issuance of subordinated debt securities. 


(b) Eligibility requirements.* * * 

( 2 ) * * * 

(v) The subordinated debt securities have been issued, or are proposed to be 
issued, to an institution whose accounts are insured by the Corporation, or a 
corporate affiliate thereof. This requirement, however, shall not apply to any 
corporate affiliate of the issuer or to any diversified savings and loan holding 
company or any non-insured-institution subsidiary thereof. 
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(3) Whether the issuance of such securities by the applicant in the 
transaction and any related transactions will result in a transfer of risk from 
the Corporation to parties other than insured institutions. 


(d) Requirements as to securities. Subordinated debt securities issued 
pursuant to this section shall meet all of the following requirements unless one 
or more of such requirements, not including paragraphs (l)(i)(a) and (l)(ii) of 
this section which are not eligible for waiver, are waived by the Corporation. 

(1) Form of certificate.* * * 

(i) Bear on its face, in bold-face type, the following legends: (a) "This 
security is not a savings account or deposit and it is not insured by the 
Federal Savings and Loan Insurance Corporation”; and (b) "This security is not 
eligible for purchase by any institution whose accounts are insured by the 
Federal Savings and Loan Insurance Corporation or a corporate affiliate thereof, 
except that this security may be purchased by a corporate affiliate of the 
issuer or by any diversified savings and loan holding company and any 
non-insured-institution subsidiary thereof.” 
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(v) Be in a minimum denomination of at least $100,000 (provided that the 
purchase price upon original issue shall be at least $90,000). except that the 
minimum original amount shall be $1,000 (without regard to purchase price) for 
securities meeting the requirements of @ 563.8(f)(2)(ii) of this Part, and upon 
partial prepayment a certificate for the amount then outstanding may be issued 
in substitution therefor; and 

(vi) Set forth, in the certificate and the purchase agreement or indenture, 
precisely the following statement: 

Notwithstanding anything to the contrary in this certificate (or in any 
related document): (a) If the FSLIC shall be appointed receiver for the issuer 
of this certificate (the "issuer") and in its capacity as such shall cause the 
issuer to merge with or into another insured institution, or in such capacity 
shall sell or otherwise convey part or all of the assets of the issuer to 
another insured institution or shall arrange for the assumption of less than all 
of the liabilities of the issuer by one or more other insured institutions, the 
FSLIC shall have no obligation, either in its capacity as receiver or in its 
corporate capacity, to contract for or to otherwise arrange for the assumption 
of the obligation represented by this certificate in whole or in part by any 
insured institution or institutions which results from any such merger or which 
has purchased or otherwise acquired from FSLIC as receiver for the issuer, any 
of the assets of the issuer, or which, pursuant to any arrangement with FSLIC, 
has assumed less than all of the liabilities of the issuer. To the extent that 
obligations represented by this certificate have not been assumed in full by an 
insured institution with or into which the issuer may have been merged, as 
described in this subparagraph (a), and/or by one or more insured institutions 
which have succeeded to all or a portion of the assets of the issuer, or which 
have assumed a portion but not all of the liabilities of the issuer as a 
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result of one or more transactions entered into by FSL1C as receiver for the 
issuer, then the holder of this certificate shall be entitled to payments on 
this obligation in accordance with the procedures and priorities set forth in 
the Federal Home Loan Bank Board’s regulations as they may be applicable to the 
receivership of the issuer or as they may be set forth in orders of the Federal 
Home Loan Bank Board relating to such receivership, (b) In the event that the 
obligation represented by this certificate is assumed in full by another insured 
institution, which shall succeed by merger or otherwise to substantially all of 
the assets and the business of the issuer, or which shall by arrangement with 
FSLIC assume all or a portion of the liabilities of the issuer, and payment or 
provision for payment shall have been made in respect of all matured 
installments of interest upon the certificates together with all matured 
installments of principal on such certificates which shall have become due 
otherwise than by acceleration, then any default caused by the appointment of a 
receiver for the issuer shall be deemed to have been cured, and any declaration 
consequent upon such default declaring the principal and interest on the 
certificate to be immediately due and payable shall be deemed to have been 
rescinded, (c) This security is not eligible to be purchased or held by any 
FSLIC-insured institution or corporate affiliate thereof except that this 
security may be purchased or held by a corporate affiliate of the issuer or by a 
diversified savings and loan holding company and its non-insured institution 
subsidiaries. The issuer of this security may not recognize on its transfer 
books any transfer made to a FSLIC-insured institution or any corporate 
affiliate thereof (except as provided in the preceding sentence) and will not be 
obligated to make any payments of principal or interest on this security if the 
owner of this security is a FSLIC-insured institution or any corporate 
affilitate thereof (except as provided in the preceding sentence), (d) For the 
purpose of parts (a) and (b) of this paragraph, the term "insured institution" 
means a depository institution the accounts of which are insured by the FSLIC, 
the Federal Deposit Insurance Corporation or any federal or state agency which 
performs similar functions. 
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(3) Limitations on sale to certain institutions. 

(i) No insured institution may sell any subordinated debt securities issued 
pursuant to this section to a Federal Home Loan Bank or, except with prior 
written approval of the Corporation in a supervisory situation, to the 
Corporation; and 

(ii) Without the prior written approval of the Corporation, no insured 
institution may sell, either directly or indirectly through an underwriter or 
otherwise, any subordinated debt securities issued pursuant to this section to 
an insured institution or any corporate affiliate thereof, except that an 
insured institution may sell such securities to its corporate affiliates or to a 
diversifed savings and loan holding company and its non-insured-institution 
subsidiaries. 
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***** 


(i) Delegations of authority. (1) The Principal Supervisory Agent is 
authorized to approve subordinated debt applications filed pursuant to this 


50 FR 20550 


PAGE 14 


section, if they are in compliance with regulatory requirements, unless the 
subordinated debt application involves a significant issue of law or policy upon 
which the Corporation has not taken a formal position or requires an offering 
circular for subordinated debt securities to be sold in a public offering. (2) 

The Director of the Office of District Banks, with the concurrence of the 
Director of the Office of Examinations and Supervision and the General Counsel 
or their designees, are authorized to approve any subordinated debt application 
filed pursuant to this section if they are in compliance with regulatory 
requirements, unless the respective office directors are of the opinion that the 
subordinated debt application involves policy considerastions which warrant 
formal consideration by the Corporation. 

By the Federal Home Loan Bank Board. 


John F. Ghizzoni. 

Assistant Secretary. 

[FR Doc. 85-1 1885 Filed 5-16-85; 8:45 am] 
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MINUTES OF MEETING 

BOARD OF DIRECTORS 

MADISON FINANCIAL CORPORATION 
September 12, 1985 


The Board of Directors of Madison Financial Corporation 
met on September 12, 1935, at 1:00 p.m. at the office at 
16th and Main Streets, Little Rock, Arkansas. All 
directors were present. The minutes of the previous 
meeting were read and approved as recorded. 

Chairman McDougal introduced the first order of business 
before the board: the purchase of approximately AO0 
acres for a mobile home development. 

The acreage, located on l^Oth Street, (near Pratt Road), 
is to be proposed in conjunction with Castle Industries, 
a mobile home manufacturer. The estimated cost of the 
land is approximately $600,000. 

After a lengthy discussion, the Board unanimously 
approved the purchase of this development lo be known as 
Castle Grande Estates. 

There being no further businejj, the meeting was 
adjourned . 


.Chairman 


^000091 
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MEETING OF TEE BOARD OF DIRECTORS 
OF 

MADISON FINANCIAL CORPORATION 


Pursuant to tha ByLaws of the Corporation, the under- 
signed Directors of tha Corporation consant to tha following 
informal action and adopt the following resolutions: 

RESOLVED, that the Corporation is hereby authorized 
to execute all documents necessary and proper to 
permit said Corporation to purchase all the real and 
personal property owned by Industrial Development 
Company of Little Roc* for the cash purchase price 
of $1,750,000, pursuant to the fora of the agreement, 
attached hereto as Exhibit 'A 1 ; and, 

rURTHER RESOLVE that Seth Ward, se an employee 
and agent of the Corporation is specifically 
authorized to executs the above-mentioned docu- 
ments, including the Agreement attached hereto 
as Exhibit 'A', and any other documents necessary 
to be executed by the Corporation pursuant to 
the Agreement to purchase all of the real and 
personal property owned by Industrial Development 
Company of Little Roc*. 


SIGNED, this & day of August, 1985. 




TKjp. &jDcu— 1 


- 
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FDIC 

Federal Deposit Insurance Corporation 
WathmQton, P C. 20*29 


Office of Investigations 
Office of Inspector General 


MEMORANDUM OF INTERVIEW 


WTERVIEW OF 

DATE OF INTERVIEW 

INTERVIEWED BY 

HARRY DON DENTON 

June 11, 1986 


NTERVIfW HELD AT 

PEOPLE PRESENT 


Washington, D.C. 

N/A 



was interviewed on June 11, 1986 by Special Aoents E.P. HUSOK and ED SLAGLE in Washington, D.C. 
DENTON had previously been interviewed relative to his knowledge of activities at, and individuals connected 
with, MGSL. Subsequent to that interview, DENTON had reviewed files he had, and had provided certain 
documents to reporting agent. He also agreed to be interviewed again. 

In the earlier interview, DENTON had recalled that he first learned of the May 1, 1986 option agreement 
allowing MADISON FINANCIAL CORPORATION (MFC) to purchase the property WARD owned at 27 & 28 
Holman Acres in July, 1986. DENTON said that since that interview, he had a chance to review certain 
records that he maintained and now recalls that he learned of the option earlier, during the FHLBB examination 
of MGSL in 1986. 

He stated that he either had the option or an examiner brought the option to him. He recalled that there was 
a discussion wherein it was pointed out to him that the property description was of the wrong property. 
DENTON said that he had the first two pages of the option retyped, and that MGSL President JOHN LATHAM 
and WARD initialled the newly replaced pages. DENTON could not recall who typed the two pages for him, 
but said that JANIE BABCOCK was the secretary that worked with him at that time. 

DENTON said that on the copy of the option with the wrong description on it that he had maintained, he had 
written ’Examiners* at the top right corner. He did not recall whether that meant he provided it to, or received 
it from, the examiners, but that the examiners were involved in some manner. 

DENTON was shown a copy of the option with the wrong property description that contained a note dated 
May 7, 1988. The note, by an examiner, indicated that the examiner had discussed the option with DENTON 
and had been told that it was the wrong description. DENTON also reportedly told the examiner that it should 
be the Holman Acres property on the option. 

DENTON said that he had no recollection of the discussion with the examiner, and said that from the note it 
appeared to him that he had pointed the property description error out to the examiner. 

DENTON said that he believes that he was initially given the option by either SETH WARD or HILLARY 
RODHAM CLINTON of the ROSE LAW FIRM. He recalled only that he received it prior to July 14, 1986. He 
could recall no other specific details. 

DENTON said that he believed that the option served two purposes; to create paperwork within the institution 
indicating that there was an intention to purchase the property, and to establish the value of the property 
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collateralizing WARD loan *4027. DENTON speculated that another possible reason for the option was that 
as conditions at MGSL deteriorated, WARD and whoever was advising him became concerned about WARD'S 
protection from repaying loan *4027, and that the option was another level of protection. 

DENTON said that he had no specific knowledge, but believed that at one time there was going to be a put 
option concerning the same property. He described a put option as one in which MFC would have been 
required to purchase the property. He could provide no additional information. 

Concerning the Ward loan *4027 of March 31, 1986, DENTON said that after the Ward loan *2962 that 
purchased the IDC property was paid off on February 28. 1 986, WARD began to demand of JOHN LATHAM 
and JAMES MCDOUGAL that he be paid his commissions that were due from the sale of IDC property. 
DENTON said that he understood that MGSL did not have the money to pay the commissions, and that either 
LATHAM or MCDOUGAL suggested that WARD be loaned $400,000. He said that he understood that the 
$400,000 represented $300,000 in commissions, $70,000 to repay the outstanding balance on a loan 
(*3359) that had been made to WARD on February 25, 1986 to pay the deficiency on loan *2962 after 
proceeds from IDC property sales had been applied to it, and $30,000 for interest on the notes. 

DENTON was asked how he was aware of that agreement and he said that he may have learned it from the 
WARD trial, but believed that WARD, and possibly others, had told him as well. 

DENTON said that it was then agreed, he believed between WARD and LATHAM, that MFC would borrow 
$400,000 from WARD, and that a note was executed, he believed, on March 31, 1986. He said that he 
believed that simultaneously or shortly thereafter, $100,000 was received from the WILSON Company for 
payment on WARD'S loan *4027. DENTON said the payment was the return of money that WARD had 
previously given to ROBERT WILSON to participate in a loan in which WARD later decided to not participate. 
DENTON said that it was then decided that the $400,000 note would be replaced by a $300,000 note and 
a $70,000 note. Those two notes were dated April 7, 1986. 

DENTON said that he prepared the loans to and from WARD based on instructions from LATHAM. 

DENTON said that since the earlier interview, he had recalled that he did have a conversation with CLINTON 
concerning WARD loans at MGSL. DENTON said that on April 7, 1 986 he received a telephone message from 
"Sandra" of "Hillary Clinton's Office", telephone number 375-9131. The message requested that he return 
the call. 

DENTON said that either that day or the following day, he telephoned, from MGSL, 501-374-7777, the number 
that had been on the message from CLINTON and it was answered by SANDRA. DENTON does not know who 
SANDRA is. He said he identified himself and was immediately placed through to CLINTON. DENTON said 
that he could not recall all of the specifics of the conversation, but did recall that the issue of the $400,000 
loan to WARD, *4027, and the $400,000 loan from WARD to MFC notes was discussed. He had a vague 
recollection from the conversation that CLINTON was preparing the note for the $400,000 from WARD to 
MFC. DENTON said that he told CLINTON that the note had already been prepared and executed. He said 
that CLINTON then asked him to send her a copy of the note, or both notes, for her review. 

DENTON said that it was possible that the WARD loan(s) to MFC that he and CLINTON discussed were the 
$300,000 and $70,000 notes that were made after the $400,000 note was replaced, but was not sure. 
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DENTON recalled that during the conversation, he told CLINTON that there could be a problem with the notes 
as they constituted in effect a parent entity fulfilling the obligation of a subsidiary. He said that his caution 
was "summarily dismissed" by CLINTON in a manner which he took to mean that he was to take care of 
savings and loan matters, and she would take care of legal matters. He said that he also expressed the same 
concern to WARD shortly after. 

DENTON said that he sent CLINTON a copy of the note(s) through an individual named HENRY, last name 
unknown, who worked at MGSL and sometimes acted as a courier. 

DENTON was asked if he knew why CLINTON called him on this matter. He said that he did not, but that he 
was "reasonably confident’ that she was acting on WEBB HUBBELL's behalf. He said that he thought it would 
have been inappropriate for HUBBELL to represent WARD since WARD was HUBBELL's father-in-law. He was 
asked why he thought that CLINTON may have acted on HUBBELL's behalf and he said that he did not know. 
DENTON was asked if he was ever advised by WARD or HUBBELL that CLINTON was an alternate contact 
at ROSE for WARD matters. He said that he did not believe so. DENTON said that with the exception of the 
BABCOCK loan matters, he recalled no other contact with CLINTON on any matter involving MGSL. He said 
that when he first received the telephone message, he may have thought it was in reference to the BABCOCK 
matter. 

DENTON was asked if he was aware whether CLINTON was representing WARD or MGSL/MFC when she 
contacted him concerning the WARD loans. He said "Looks to me like she was representing both." 

DENTON was asked if he had ever dealt with HUBBELL on the matter of the offset loans. He declined to 
answer. When questioned about SANDRA, he said that the only secretary he knew at ROSE was HUBBELL's 
secretary, MARTHA WILLIAMSON, that he had come to know because she was present on occasions when 
DENTON went to HUBBELL's office with WARD. He was asked whether any of his visits to HUBBELL's office 
concerned any matter related to MGSL. He said that he was sure that there were some. He was asked if any 
of those visits concerned WARD and MGSL and he declined to answer. 

DENTON was questioned concerning the fact that the page of notes that were apparently behind the telephone 
message appear to have been related to the BABCOCK participation loan that he had previously advised that 
he worked on with CLINTON. He stated that it may have been that he anticipated that the call from CLINTON 
was to concern the 8ABCOCK matter, but that was not what the conversation was about. He said that he 
believed that he only spoke to CLINTON concerning the WARD loans on this one occasion. 

DENTON was questioned concerning his recollection of this phone call at this time. He said that after the 
earlier interview, he reviewed a copy of the ROSE LAW FIRM billing records that he had obtained from the 
media. He said that after confirming to himself that there was a bill by CLINTON for a discussion with him 
concerning IDC on April 7, 1986, he gave the matter thought and also reviewed the documents that he had 
retained. 

He said that when he reviewed the documents, he found a copy of the March 31, 1986 note from WARD to 
MFC that had handwriting on it, dating April 7, 1986, indicating that the note was replaced by a $300,000 
and $70,943 note. He also reviewed two notes dated April 7, 1986 for those amounts that he had left 
handwritten messages on that said "Replacement notes - 5-5-86 (the $300,000 note), and "Copies of new 
note - Signed 5-5-86" (the $70,943 note). 
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He said that he noted that the May 5, 1986 dates match the date of the option for WARD property at 27 & 
28 Holman Acres, the property that secured loan #4027. 

DENTON said that, after reviewing these documents and giving the matter some thought, he recalled the 
telephone call with CLINTON. DENTON could not recall where he obtained the copies of the replacement notes 
or who or when they were prepared 

DENTON was asked if he was the loan officer on the WARD loans. He responded that "Yes, whatever that 
means. I initialed them, they were assigned to me". He said that every loan had to have a supervising officer, 
and he believed he assigned the notes to himself. 

DENTON recalled that he had introduced WARD to MCDOUGAL, and that within a few days WARD was ■ 
working at the institution, in what DENTON thought was a public relations capacity, but that WARD interpreted 
as evaluating commercial loans and deals. He said that WARD subsequently negotiated the IDC purchase. 

DENTON was asked if he knew how the manner in which the purchase of the IDC property was agreed to. 
He said that it was explained to him by LATHAM and MCDOUGAL that the purchase was too big for MGSL 
to purchase at the time that the deal was made because of a limitation on investments by MGSL in a 
subsidiary. He said he had been aware of some limitation, but knew no specifics. 

DENTON was shown a copy of examiners notes dated April 30, 1986 that indicated that the examiner had 
been told by LATHAM that an Arkansas regulation limiting direct investments in service corporations was in 
effect, but had been waived. He said he had no knowledge of a waiver or of LATHAM claiming that MGSL 
had one. 

DENTON said that he had believed that the IDC purchase, which came to be referred to as CASTLE GRANDE 
within a few months, had the potential to be a successful development. He said that it had the advantage over 
the earlier MAPLE CREEK development of having an infrastructure in place, and that he thought that 
MCDOUGAL had the resources to make it work. 

DENTON said that it was his understanding that WARD was acting as a "nominee" purchaser in the acquisition 
of the IDC property, acting on behalf of the institution and carrying the property at no risk. He was asked 
what he meant by a nominee purchaser and said that he considered it a person who was a non-recourse buyer 
that stood to gain by selling the purchase back to the institution. 

DENTON was asked about the consummation of the IOC sale to MFC and WARD. He said that he might have 
known that the purchase was to be divided between MFC and WARD, but that he recalled that, up until or 
shortly before the closing, he believed that MFC was making the entire purchase. He said that he believed that 
he took a single draft to the closing to pay for the property. DENTON said that, had he known earlier that 
WARD was making part of the purchase, he would have taken a check in WARD'S name to the closing. He 
said that the transaction was booked by a debit to cash arrangement and that it was a week or ten days before 
Loan #2962 was made to WARD for his portion of the purchase. 

DENTON said that he was sure that he prepared the note that was loan #2962. He said that he was supplied 
the language on the note. He was asked who supplied him the language and said "I decline to answer." 

DENTON was shown an Assignment dated September 1 3, 1 985 by which MFC assigned the right to purchase 
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the property north of 145th Street and the sewer and water assets to WARD. DENTON said that he believed, 
but could not say, that the assignment was backdated. 

DENTON said that he was aware at some point after the loan #2962 was made that there was an 
undocumented understanding that the proceeds of sales of WARD owned property were to be applied against 
the note. He said that he also came to understand at a later date that WARD was to receive commissions on 
the sale of IDC property. 

DENTON was questioned about the payoff of loan #2962 to WARD. He said that he believed that the 
purchase was "MADISON's deal" and that it was to their benefit to get the investment off of the books as 
soon as possible. 

He was asked if he knew why the transactions that financed a large part of the loan #2962 payoff, the 
CASTLE SEWER AND WATER and FULBRIGHT purchases, were done on February 28, 1 986. He said that Tm 
sure it was the urgency of the examiners", and said that he was told so by LATHAM. He said that he was 
told that he was to get ready for a rash of transactions, involving DEAN PAUL, FULBRIGHT, and CASTLE 
SEWER AND WATER on February 28, 1986. 

DENTON was asked if he was told that an examination was to commence after February 28, 1986. He said 
that when he was told to get transactions closed, he did not need to be told that an examination was to 
commence. 

DENTON was asked why a loan (#3359) was made to cover the approximately $70,000 deficiency that was 
left on the loan after the application of the CASTLE SEWER AND WATER and FULBRIGHT proceeds, as 
opposed to applying some other source of funds. He said that they "..did, a piece of paper, Poof." 

DENTON was shown a copy of a page of notes made by FHLBB Chief Examiner JAMES CLARK during the 
1986 examination. Paragraph 2 of the notes concern information CLARK received from a personls) at 
MGSL/MFC concerning the option. The notes indicate that CLARK was told that MFC had committed to 
purchase property from WARD (by description the 22.5 acre parcel at Holman Acres), but that WARD had 
another buyer and would not consummate the sale because of tax considerations. The note indicated that an 
option was to be prepared to replace a note. The notes also indicated that a loan to WARD was unconnected 
to the option. It also indicated that a $400,000 loan to WARD had been canceled, and that two notes totalling 
$370,000 had been executed to guarantee the purchase of the real estate. It further indicated that no cash 
had changed hands on the note. CLARK's notes indicate that he requested a copy of the option when it was 
done. 

Another note at the bottom of the page, made by FHLBB examiner DARLENE FORD, indicated that on April 
29, 1986, she had spoken to DENTON and was told that the option was not yet prepared, but that he would 
provide a copy when it was available. DENTON also reportedly indicated that the notes would never be 
funded. 

DENTON said that he was certain that the information reported by CLARK did not come from him. He said 
that, contrary to the notes, there was no deed involved in the option transaction. He also said that he did not 
recall any tax issues in the matter. He said that he believed that a statement about the tax issues would have 
come from WARD, LATHAM, or GREG YOUNG. 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 

36 

37 

38 

39 

40 

41 

42 

43 

44 

45 

46 

47 


FEDERAL OEPOSIT INSURANCE CORPORATION 


FOR OFFICIAL USE ONLY 


FOiC OIG FORM 95-1 31 A 


431 


CONTINUATION SHEET 

PAGE 6 OF 6 

interview of 

DATE OF INTERVIEW 

FILE NUMBER 

HARRY DON DENTON 

June 11, 1986 

WA-94-001 6 


DENTON said that he did not recall ever discussing the option with CLARK. He said that he recalled discussing 
only one matter with CLARK, and that matter involved mobile homes supplied to the CASTLE GRANDE 
development by CASTLE INDUSTRIES. 

DENTON said that he had no specific recollection of the information reported in the FORD notes. He was 
asked if it was possible that he had provided the information in the notes to someone else who then passed 
it off to the examiners. He said it was possible, but that he did not believe so because the information was 
incorrect. 

DENTON said he had never attempted to conceal documents from the examiners. He said that he had no 
knowledge of documents being discovered in a desk drawer by examiners. 

Concerning the reported delivery of the option and signed and unsigned copies of the September 24, 1 986 
WARD/MCDOUGAL agreement on the purchase of CASTLE GRANDE being delivered to him on July 11,1 986, 
DENTON said that he was sure that it was the unsigned copy of the letter that he received first, and believed 
that he received a signed version later that day. Among the documents provided by DENTON was an unsigned 
copy of the agreement that he had marked as received as received on July 14, 1986 from ’Seth." Another 
document provided by DENTON was a July 1 4, 1 986 memorandum to LATHAM concerning his understanding 
of the commissions and notes to and from WARD. 

Beyond those agreements between WARD and MGSL/MFC discussed, DENTON said he was aware of no 
others. 

DENTON said that he had no knowledge that the delivery to him of the documents on July 1 4, 1 986 had any 
connection to the resignation of the ROSE law firm from MGSL matters on July 14, 1986. He said that he 
had not known of the retainer agreement at that time. 

DENTON was asked whether he was aware of any work that the EDWARD G. SMITH & ASSOCIATES 
engineering firm did on the CASTLE GRANDE project. He said that he believed that the firm did some work 
on the CASTLE SEWER AND WATER project. 
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Lending Officer, MADISON GUARANTY SAVINGS AND LOAN 


ASSOCIATION (MGSL). was interviewed on June 3, 1996 at Little Rock, Arkansas. The interview was 2 
conducted by Special Agent E.P. HUSOK and Senior Attorney FRED GIBSON, FDIC OIG. DENTON was advised 3 
that he was to be interviewed concerning his knowledge of activities at MGSL and MADISON FINANCIAL 4 
CORPORATION (MFC), and of individuals associated with those entities. 5 

6 

DENTON said that he was employed as a National Bank Examiner with the Office of the Comptroller of the 7 

CURRENCY (OCC) from approximately 1 964 to 1 974. In 1 974, he became a Senior Lending Officer at UNION 8 

NATIONAL BANK (UNION), Little Rock, Arkansas. 9 


10 

DENTON said that while at UNION, he met SETH WARD through ROBERT WILSON. He recalled that his first 1 1 
involvement in a business matter with WARD concerned WARD'S interest in becoming involved in an Illinois 12 
company that was considering relocating to Newport, Arkansas. DENTON recalled taking an airplane trip with 13 

WARD concerning that matter during which WARD mentioned that he was going into the automobile business. 1 4 

DENTON said that he told WARD that he did not believe the business would be successful, after which an 15 

argument ensued. DENTON said he had no contact with WARD for approximately eight months after that. 16 

DENTON said that WARD called him approximately after that period and told him that he had been right in 17 


predicting that the automobile business would be unsuccessful. 18 

19 

DENTON said that during his tenure at UNION he did some of the financing for interests that WARD was 20 
involved in, including POM. Inc., the automobile business, and a warehouse purchased as an investment. He 21 
said he also did some financing for SETH (SKEETER) WARD. II, SETH WARD'S son. 22 


23 

DENTON said that while at UNION he became familiar with and, after 1975, did some financing for JAMES 24 
MCDOUGAL, specifically the earlier development projects such as FLOWERWOOO FARMS. He said he also 25 
did some financing for SENATOR J. W. FULBRIGHT. He said that while at UNION he also was the loan officer 26 
on a 1 978 $20,000 equity loan to MCDOUGAL and SUSAN MCDOUGAL and WILLIAM and HILLARY RODHAM 27 
CLINTON individually for the purchase of the property that has come to be referred to as the WHITEWATER 28 


property. 29 

30 

DENTON said that in January, 1984 he left UNION to start his own investment banking business. 31 
Approximately six months later, he returned to UNION. 32 

33 

DENTON said that he went to work at MGSL in April. 1985. He said that because of the general condition 34 
of Savings and Loans at that time, he declined to take a position as an institution officer, and was instead hired 35 
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as a consultant. He said that he did not know that he had been named by the Board of Directors as an officer 
of the institution until he was told so by FHLBB examiners during the examination of MGSL that commenced 
in MARCH, 1986. He said that he had knowingly signed documents prior provided to him that identified him 
as an officer prior to having been advised by the examiners that he had been so identified. DENTON said that 
it was his belief at the time that the MGSL BOARD of DIRECTORS was “phony" and carried no real authority. 

DENTON said that, at that time, he considered he and WARD to be business friends, although he believed 
WARD to be a “user". He said that he saw WARD at the Lirtle Rock club on one occasion and WARD told him 
that he had turned over control of POM to his son, that he was bored, and that he would be stopping by MGSL 
to talk to DENTON. DENTON said that WARD later did come to the institution and he introduced him to 
MCDOUGAL. DENTON said that within a few days, WARD and MCDOUGAL had made an agreement that 
WARD was to act as a public relations officer for MGSL in the Little Rock business community. DENTON said 
that WARD told him that his function was to identify potential property deals. 

DENTON said that one potential deal that WARD identified was property owned by the INDUSTRIAL 
DEVELOPMENT COMPANY (IDC) that was located primarily south of Little Rock at 145th Street, with some 
additional property near 65th Street. DENTON said that three Little Rock banks had loaned money to IDC for 
the purchase of the property, but, that by that time, sales had become stagnant and the banks were pressuring 
IDC to sell the property. DENTON said that he understood that WARD and IDC Chairman EVERETT TUCKER 
entered into negotiations concerning the sale of the property. He said that WARD told him that the initial 
asking price had been $6,000,000, but that a final purchase price of $1,750,000 was agreed to. 

DENTON said that he was told by MGSL President JOHN LATHAM that there was a regulatory limitation on 
investments by MGSL in their service company and that as a result, the transaction was structured such that 
WARD contributed $1 ,1 50,000 to the purchase price, and MFC contributed $600,000. DENTON said it was 
his understanding that MFC was contributing $600,000 because that was all that was available under the 
restriction. 

OENTON said that he was aware that there was a purchase agreement executed, and that there was an 
understanding that WARD would take possession of all of the property north of 145th Street and the assets 
of the INDUSTRIAL SERVICES COMPANY (ISC) which were a water and sewer system. He said he understood 
that the ISC assets would be used to provide sewer and water service to the MFC MAPLE CREEK development 
as well as the IDC property. MFC was to take possession of all of the remaining property. He said he was 
not aware of a written assignment of the property from MFC to WARD concerning the property. DENTON 
recalled that the issue of the regulatory limitation arose almost contemporaneous to the closing. 

DENTON said that he believed that TUCKER died at about the time of the closing, and that he was replaced 
as IDC Chairman by R.A. (BRICK) LILE. 

OENTON said that he was on the “periphery* of the deal and was not aware at that time of any written 
agreements or understandings between MFC or McDOUGAL and WARD. 

DENTON said that he attended the closing that was held at BEACH ABSTRACT in Little Rock. He recalled that 
the closing was attended by him, MCDOUGAL, LATHAM, WARD, LILE, DARRELL DOVER as counsel to IDC, 
and DENNIS NELSON of BEACH ABSTRACT. 

DENTON said that he did not recall discussing the purchase of the IDC property with any attorneys for WARD 


FEDERAL OEPOSfT insurance corporation FOR OFFICIAL USE ONLY TO,C 0,G F0RM 95 ' 131A 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 

36 

37 

38 

39 

40 

41 

42 

43 

44 

45 

46 

47 


434 


CONTINUATION SHEET 

PAGE 3 OF 10 

INTERVIEW OF 

DATE OF INTERVIEW 

FILE NUMBER 

HARRY DON DENTON 

June 3, 1 996 

WA-94-001 6 


or MFC. Ha said that he more recently heard the names of ROSE LAW FIRM (ROSE) attorneys THOMAS 
THRASH and DAVID THOMAS as having been possibly involved in the transaction or closing, but did not 
believe that they had been. He said that he believed that because he does not believe that he ever met 
THRASH, and believes that he first became familiar with THOMAS approximately one year later. 

DENTON said that it was his recollection that MGSL delivered all of the money to the transaction, and that the 
loans were booked at a later time. 

DENTON said that he believed that his first contacts with ROSE regarding MGSL began in approximately 
December, 1985. He said that soon after he arrived at MGSL, he became involved in negotiations concerning 
disputed participation loans with two other institutions, FIRST FEDERAL and SAVERS. He said that he resolved 
the dispute with FIRST FEDERAL. He said that two of the disputed loans with SAVERS were the BABCOCK 
and TULSA ECONOLODGE matters. He said that in approximately August. 1985, SAVERS did buy back one 
of the MGSL participations. DENTON said that he went to LATHAM and MCDOUGAL to discuss obtaining 
counsel in the matter and that it was agreed that attorney HARVEY BELL would be hired. DENTON said that 
he believed that BELL worked on the matter for no more than approximately 90 days. 

DENTON said that at that time, LATHAM told him that BELL was going to be replaced by ROSE in the dispute 
with SAVERS. DENTON said that LATHAM told him the reason was that ROSE had contaots with the 
FEDERAL SAVINGS AND LOAN INSURANCE CORPORATION (FSLIC) on securities matters and would be more 
effective. DENTON was asked why contacts with FSLIC may have made ROSE potentially more effective, or 
why FSLIC would intervene in a dispute between two institutions. DENTON said that he thought that the 
contacts could result in a “more sympathetic ear." 

DENTON said that he subsequently received a call from ROSE attorney HILLARY RODHAM CLINTON, and that 
he later carried the SAVERS related files to her office and advised her of the situation. 

DENTON said that all of his contacts at ROSE were with CLINTON, and that the SAVERS matter was the only 
matter they were involved in. He recalled that at some time prior to the beginning of the March, 1 986 FHLBB 
examination at MGSL. ROSE advised of a conflict they had with SAVERS and resigned from representing 
MGSL. DENTON recalled that the dispute arose from representation of SAVERS by ROSE in a matter before 
the UNITED STATES EQUAL EMPLOYMENT OPPORTUNITY COMMISSION. 

DENTON was shown a portion of a recap of the ROSE billing records concerning SAVERS and was advised 
that the first identified billing occurred in April, 1986 and continued from that point for a number of months. 
DENTON said that was not consistent with his recollection. He also noted that a ROSE attorney named BURNS 
billed for some work, but he did not recall dealing with anyone but CLINTON in the matter. DENTON said that 
a major contributor to his recollection that the work ceased before the examination was that he recalled 
specifically not engaging another attorney for the matter after ROSE resigned because he did not want to draw 
any attention to the loans while the examiners were at the institution. 

DENTON said that he never saw ROSE bills that were submitted to the institution while he worked there. 

DENTON said that he has much more recently become aware that CLINTON sent a July 14, 1986 letter to 
ROSE resigning from representation. He repeated that he believed that they had resigned earlier, but that the 
resignation may have just involved the SAVERS matter. 

DENTON was questioned and shown certain documents concerning WARD loan number 2753 of July 1 5, 1 985 
for $25,000. DENTON said that he believed that the loan was for the purchase of an airplane. DENTON said 
that MCDOUGAL directed WARD by letter agreement to purchase the airplane for the exclusive use of MFC. 
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Additional information concerning this loan and the airplane is reported by separate correspondence. 

DENTON was questioned and shown certain documents concerning WARD loan number 2754 of July 1 6, 1 985 
for $10,000. DENTON said that he believed this loan was also made relative to the airplane. Additional 
information concerning this loan and the airplane is reported by separate correspondence. 

DENTON was questioned and shown certain documents concerning WARD loan number 2853 of September 
17, 1985 for $40,000. DENTON said that the loan was made for the purchase of a Mercedes automobile by 
WARD. DENTON reviewed a copy of the Loan Submission Worksheet. He said that with the exception of his 
initials at the 'Officer's Approvings" block, he did not prepare the form. He did not know who prepared the 
form. DENTON was also asked about the notation 'See Confidential Files’ at the financial statement area. 
He said that the confidential files referred to were probably WARD'S financial statements that were kept in his 
office, as the financial statements of all officers of the institution routinely were. DENTON was asked if WARD 
was an officer of the institution. He stated that technically he was not, but that he did work there and it was 
perceived that he was an officer. 

DENTON said that the automobile was later sold by WARD to a personal friend in Fort Scon, Kansas, but that 
the automobile was later returned to WARD as it had not been properly titled in the United States. 

DENTON was questioned and shown certain documents concerning WARD Loan number 2962 of October 15, 
1985. DENTON recognized the loan as that utilized by WARD to make the purchase of the IDC property and 
ISC assets, and recalled that he was involved in making the loan, although he noted that his initials were not 
evident at the lender signature block. He said that he recalled being aware that the IDC transaction was being 
put together, but did not recall being given any specific instructions concerning doing the loan. He said that 
he believed that he had no dollar limit on his authority to approve loans. 

DENTON was questioned why the note was dated October 1 5, 1 985 when the IDC transaction had closed on 
October 4, 1985. DENTON said that he found that unusual only because BEACH ABSTRACT had been 
involved in the closing, and that BEACH ABSTRACT was an excellent title company. DENTON said that it 
could be a replacement note, but that he did not believe that WARD, as an "insider’ would typically have been 
required to sign a note at closing. DENTON also said that he believed that there may have been a delay in 
executing the note as there had been some surprise at closing. 

DENTON said that it was his opinion that the wording on the note, under the Security Agreement line, that 
stipulated that WARD was not personally responsible for the note was prepared by HUBBELL. When asked 
why he was of that opinion, DENTON said that he had not prepared the language, that no one at the institution 
had, and that he did not believe that WARD had written it but had provided him the language to include on 
the note. He had no other specific information. 

DENTON was shown a copy of the September 12, 1985 Minutes of the Board of Directors of MFC that 
authorized the MFC purchase of IDC property. DENTON could provide no specific information, but said that 
the date on the minutes did not mean anything. He said that "Dates had little to do with when documents 
were done at Madison." He said that there were so many instances of backdating documents that he would 
not assume that anything occurred on the listed date. 

DENTON was shown a copy of a September 3, 1985 letter from MCDQUGAL to WARD that referred to a 
conversation of the previous Friday wherein it was reportedly agreed that WARD would purchase the property 
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north of 145th Street and the utility plants, and that "Madison" would take an option for 270 days to purchase 
the property for $37,000 more than paid and cover any tax consequences. DENTON said he was only vaguely 
familiar with the letter. 

DENTON was shown a copy of a September 24, 1985 letter agreement signed by WARD and MCDOUGAL, 
that set forth the agreement between MCDOUGAL and WARD concerning the division of the property and 
assets to be purchased by WARD and "Madison Guaranty Savings and Loan Association." The letter referred 
to a right of assignment; an option to purchase the property bought by WARD; and an agreement that 
proceeds of the sales of property would be applied to the WARD note; and commissions to be paid to WARD 
on sale of property. DENTON said he was vaguely familiar with the letter. 

DENTON was questioned concerning the pay off of the loan made by WARD to purchase the IDC property. 
DENTON said that it had been his understanding that all sales of property north of 145th Street, or the assets 
of ISC, were to be applied to the WARD note. He said that he and LATHAM were advised of that manner of 
repaying the note by MCDOUGAL and WARD, but he could not recall when he first learned that. He said that 
he did not know at that time that commissions were to be paid to WARD for sale of the properties. DENTON 
said that the sale of two parcels of property were eventually applied against the WARD note; the CASTLE 
SEWER AND WATER purchase, and the FULBRIGHT purchase. DENTON said that it was his recollection that 
both sales were concluded on February 28, 1986, and the proceeds were in fact applied against the WARD 
note. 

DENTON said that after the sale of those two properties, there remained two parcels owned by WARD. One 
was a sixty to seventy acre parcel at the northeast corner of the IDC property, and tracts 27 and 28 of Holman 
Acres. DENTON said that he believed that WARD still owns an interest in the parcel of property at the 
northeast corner. 

DENTON said that it was his understanding that the sales to CASTLE SEWER AND WATER and FULBRIGHT, 
and the application of those funds against the WARD note was a single transaction, intended to occur 
simultaneously. DENTON was shown a copy of a Deed of Release dated February 19, 1986 that released 
WARD from the note, and was asked why the Deed of Release preceded the CASTLE SEWER AND WATER 
and FULBRIGHT transactions, since in effect WARD was released before the consummation of the sales whose 
proceeds were applied against the note. DENTON could not provide an explanation. 

DENTON was asked whether the timing of the sales to CASTLE SEWER AND WATER and FULBRIGHT, 
occurring as they did shortly before the beginning of the FHLBB examination at MGSL, was done specifically 
because of anticipated scrutiny of the examiners of the WARD note and IDC purchase. DENTON said that he 
would not answer that question before being granted a letter of immunity. He then said that WARD had the 
note, and that it was "obvious" that MGSL/MFC "...bought way outside their limit." 

DENTON was asked whether he was specifically told that the above transactions had to be done before the 
arrival of the examiners. He said that he had not. He was asked if he had received any similar instructions. 
He said that "Three guys sitting, raining, thundering, don't have to be told to get your raincoat." 

DENTON was asked whether he had any knowledge concerning the possible backdating of documents related 
to this transaction. He said he did not. He said that he believed that the loans were all booked on the same 
day. DENTON said that ha did not know who, if anyone, had told him that the transactions occurred for the 
benefit of the examiner's review, but that "...one could look at it and conclude that it was." DENTON said 
that he realized that he still had potential civil liability in this matter and that "I'm not going to dig myself in 
a hole." 
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DENTON was questioned and shown certain documents concerning WARD loan number 3003 of October 25, 
1996 for $5,000. DENTON said that he had no recollection of that loan. He was asked whether the proceeds 
of that loan were utilized by WARD for personal travel to France. DENTON said that he recalled that a 
Concorde airplane had come to Little Rock on one occasion, that WARD had travelled to France on the 
Concorde, and that he believed that may have been the purpose of the loan. 

DENTON was questioned and shown certain documents about WARD loan number 3271 of January 27, 1 986 
for $91,500. DENTON had no recollection of that loan. He was advised that the proceeds of the loan were 
deposited at CITIZEN'S NATIONAL BANK in Fort Scott, Kansas. DENTON said that WARD was involved in 
some business ventures with JOE IDA of Fort Scott, including a business involving TERRY SCOTT involving 
ultra light airplanes. DENTON opined that the loan may have had something to do with one of those business 
ventures between WARD and IDA. 

DENTON was questioned and shown certain documents concerning WARD loan number 3359 of February 25, 
1986 for $70,000. DENTON said that loan was related to the pay off of the WARD note 2962 made for the 
purchase of the IDC property. He recalled that after the CASTLE SEWER AND WATER and FUL8RIGHT funds 
were applied against WARD'S note, a $53,000 deficiency remained. DENTON said that the loan was made 
to get the mortgage released because MCDOUGAL and LATHAM wanted the non-recourse WARD note off of 
the books because it would draw the attention of the FHLBB examiners. DENTON said that WARD was also 
anxious to have the note retired. 

DENTON was asked what difference it made that the note was paid off if it was still available for the review 
of the examiners. He said that a closed and paid off note was not as likely to be scrutinized by the examiners. 

DENTON was asked whether he had any contacts with anyone from ROSE relative to the transactions of 
February 28, 1986. He said that he believed that he had some conversations with ROSE attorney WEBB 
HUBBELL about the transaction, but was not sure. DENTON said that he would see WARD and HUBBELL on 
occasion at WARD'S home or lake house and the loans were discussed. He recalled also that WARD on 
occasion would walk into HUBBELL's office at ROSE, or call HUB8ELL and tell him to meet somewhere. 
DENTON said that he was together with WARD and HUBBELL on more than five occasions. He said that on 
one occasion he went to HUBBELL's office to meet with WARD and HU8BELL. He said that he did not recall 
the specifics of the office visit or if anyone else was present. 

DENTON was asked whether he understood when talking to HUBBELL concerning WARD'S loans that he was 
talking to WARD'S lawyer. DENTON said "I decline to respond." 

DENTON said that he did not believe that he talked to CLINTON about the WARD loans, and said that to the 
extent of his knowledge he only discussed the SAVERS loans with CLINTON. 

DENTON was questioned and shown certain documents concerning WARD loan number 4027 of March 31, 
1986 for $400,000. DENTON said that "This was a loan to pay SETH WARD his commissions.’ DENTON 
said that it was generally understood that WARD was to receive a 10% commission on sales of the IDC 
property. 

DENTON said that at that time, the FHLBB examination was underway and that it became apparent to WARD 
that "Madison was going to have problems. DENTON said that possibly out of an abundance of caution, since 
it was apparent from early in the examination, and that this was an insider transaction, that there was going 
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to be trouble. DENTON said that he believed that HU6BELL was aware of the examination and the potential 
for problems involving WARD'S loans! 

DENTON said that LATHAM told him that the institution was Qoing to make WARD a $300,000 loan to cover 
the commissions that WARD was due until such time as the commissions could be paid. He said that there 
was also to be a $70,000 loan to cover WARD'S outstanding debt to MGSL and anticipated interest. 
DENTON said that LATHAM and WARD had worked out the mechanics of the loan in order to get WARD the 
commissions. DENTON said that he probably discussed this matter with WARD. 

DENTON was asked why the 22.5 acres Holman Acres property was used as collateral. He said that WARD 
probably offered it as it was the only piece of property north of 145th Street left that was feasible to use. 
DENTON explained that the only other piece of property left from WARD'S acquisition was the property at the 
northeast corner. He said that property was being developed as a trailer park, and that individual parcels had 
already been sold which would encumber the note. 

DENTON said that he did not specifically recall if an appraisal of the Holman Acres property was done, but that 
appraisals for MGSL ware designed to support the transactions. 

DENTON was shown a copy of the Holman Acres property description, dated March 31, 1986, that wa s 
attached to the mortgage securing the loan. He said he had no specific knowledge concerning the description. 
DENTON was asked whether he discussed the property description with any ROSE attorney or attorney from 
any other firm. He said that he did not believe that ha did. DENTON was asked whether he was aware of who 
prepared the description, and he said he did not. 

DENTON was shown a copy of a September 24, 1985 letter from WARD to MCDOUGAL that concerned the 
original IDC purchase agreement between the two of them, and that included a caveat that WARD was going 
to retain title to the approximately 22.5 acres that was the Holman Acres property. He was asked if he had 
any knowledge of that letter or its preparation. DENTON initially said that he did not. He was asked whether 
he had any knowledge of the letter being backdated or the property description being prepared in connection 
with this loan. DENTON indicated that he wanted a letter of immunity before answering the question. He said 
that he was not sure if what he knew could be adverse to his interests, but that Tm not digging a hole for 
myself." 

DENTON then said that as "a teaser", "I think all of those documents were drawn after the fact. These and 
some others. I'll go so far as to say they were drawn after July, 1986." 

DENTON was asked why he believed that documents were backdated or created after July, 1986. He said 
that his basis was information that he had supplied under subpoena to the Office of the Independent Counsel 
and to the RTC outside counsel law firm PILLSBURY, MADISON, SUTRO. 

DENTON was questioned and was shown certain documents concerning WARD loan number 4041 of April 8, 
1 986 for $70,000. DENTON said that he believed that proceeds of that loan were used by WARD to purchase 
a vintage airplane. He recalled that $40,000 was for the plane and thought that the remaining $30,000 may 
have been for work on the plane. 

DENTON was questioned and shown certain documents concerning a loan WARD made to MFC on April 4, 
1 986 for $73,70,943 and a loan WARD made to MFC on April 7, 1 986 for $400,000. DENTON recalled that 
WARD had his commission money from loan 4027, and the deficiency payment on his original IDC note by loan 
number 3359, but wanted greater protection in the form of notes to set off his loans. DENTON said that he 
did not soecifically discussing these loans himself, but believed that WARD discussed them with LATHAM and 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

IS 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 

36 

37 

38 

39 

40 

41 

42 

43 

44 

45 

46 

47 

48 

49 

50 


439 


CONTINUATION SHEET 

PAGE 8 OF 10 

INTERVIEW OF 

DATE OF INTERVIEW 

FltE NUMBER 

HARRY DON DENTON 

June 3, 1996 

WA-94-001 6 


MCDOUGAL. DENTON said that 'I was just a secretary - in this matter. 

DENTON was shown a version of the $400,000 note that was for $300,000 and asked if he was aware why 
it was drawn. He said that he had no specific recollection, but that it was possibly because of an appraisal. 

DENTON was asked if he was aware of an exchange of $100,000 payments between WARD and WILSON. 
DENTON recalled that WILSON had loaned money to MFC for use in the CAMPOBELLO project, and that WARD 
had given WIL50N $100,00 intending to participate in the loan. WARD subsequently changed his mind and 
WILSON returned the money. 

DENTON was questioned and shown certain documents concerning WARD loan number 4221 of June 6, 1 986 
for $70,000. DENTON recalled that the note was to take care of loan 3359 which was made to cover the 
deficiency amount in the payoff of the original IDC purchase note, Loan 2962. 

In referring to the ongoing FHL88 examination at MGSL, DENTON said that 'By June, things were really 
festering' at MGSL and LATHAM directed him to make the loan to WARD. DENTON did not recall specifically, 
but believed that the intention may have been to replace loan 3359 with a collateralized note. 

DENTON said that this note and all of the WARD notes and loans after March 31, 1986 were geared to pay 
WARD his commissions. DENTON was asked why LATHAM was so anxious to pay the commissions and 
responded "To keep him quiet." When asked specifically what he meant, DENTON said it was to keep him 
from filing suit or bringing the situation to the attention of the examiners. Concerning the examiners, DENTON 
said that 'The fact that we loaned him $400,000 on a $50,000 piece of property was pretty apparent'. 

DENTON said that the proceeds were used to pay off loan 3359 through an internal credit/debit, and that no 
money actually changed hands. 

DENTON was questioned and was shown certain documents concerning WARD loan number 4215 of June 
1 0, 1 996 for $93,000. DENTON said that he believed that it was used by WARD to consolidate other loans, 
such as the airplane and automobile loans, and paid off loan 4041. 

DENTON was questioned concerning the May 1, 1986 option agreement by which MFC agreed to purchase 
the Holman Acres property from WARD for $400,000. WARD said that at the time, he assumed that HUBBELL 
prepared the option. Concerning the attendant property description, DENTON remarked that 'Hillary made a 
mistake' but when asked whether he thought it was prepared by HUBBELL or CLINTON, he said that 'They 
(ROSE) billed for it.’ DENTON said that, as he recalled, there was an error in the original property description 
that was listed on the option. He was asked when he discovered that there was an error on the original option 
and said that he declined to respond. 

DENTON was asked who ROSE was representing in the preparing of the option, MGSL or WARD, and said that 
'Looks to me like they were representing both." He was asked if he knew at the time that ROSE was 
representing both WARD and MGSL/MFC and he declined to answer. 

DENTON said that the first time he became aware of the option was on July 14, 1986. He said that at that 
time, he was given an unsigned copy of the option by WARD. He said that "I'm sure his intent was to inform 
me of its existence ... to bring me into the loop of knowing what the understanding was.’ DENTON recalled 
that the option he received from WARD on that date was an unsigned copy. He said that he could not recall 
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specifically, but believed that WARD may have come to his office and made some remark such as that 
DENTON needed the option for his file. DENTON said that he believed that WARD gave him at that same time 
a copy of the September 24, 1 985 letter agreement between WARD and MCDOUGAL concerning the purchase 
of the IDC property that included the caveat concerning WARD maintaining title to the 22.5 acres Holman 
Acres property. He said that he believed that the letter he was given at that time was an unsigned version. 

DENTON was asked what he did with the option and letter agreement when WARD gave it to him and said 
that he would have kept one copy for his file and put another copy in the institution's files. DENTON said that 
ha was presently aware that July 14, 1986 was also the same day that CLINTON wrote a letter formally 
withdrawing from representing MGSL. but that he did not know that at the time. 

DENTON was asked whether the option agreement had anything to do with the commissions due WARD. He 
stated "I decline to answer". 

He then said that the intention of the exchange of the offsetting notes between WARD and MGSl/MFC was 
to pay WARD his commissions, and that the purpose of the option was to validate the value of the property 
and to document that value. 

DENTON said that he was aware at the time of the demand by WARD for his commissions, that there was no 
money available to pay WARD his commissions, and that the offset notes were generated to satisfy the 
payment of the commissions. 

DENTON said that he did not know whose idea the option was. 

DENTON was asked what he thought the purpose of the option was. He said that he thought that the purpose 
was to strengthen WARD'S ability to set off the $400,000 loan he had made to cover the commissions, and 
also believed that the option served to evidence the value of the property. 

DENTON said that in 1986, he recalled discussing the option with no one other that WARD. Near the 
conclusion of the interview, DENTON said that he believed that the error in the description was raised by the 
FHLBB examiners. 

DENTON was questioned concerning two June. 1986 memorandums from LATHAM to WARD releasing him 
from personal responsibility on loans 4027 and 4221, and left the only recourse as the 22.5 acres Holman 
Acres property. DENTON said it had been his understanding that the loans were all engineered to pay WARD 
his commissions, but that at some point WARD got some advice that the loans as made were not as "ironclad" 
as he had thought. 

DENTON was questioned concerning a December 11, 1986 letter from WARD to him by which WARD 
submitted a Quit claim deed returning control of the Holman Acres property to MGSL and satisfying WARD 
Loans 4027 and 4221. DENTON recalled receiving the letter from WARD and said that it was his 
understanding that WARD wanted to document the status of the loans. DENTON was asked whether he 
discussed the lener with WARD and said that he felt.certain that he did, but that he could not recall. He also 
said that he might have discussed it with WARD, that HUBBELL's secretary may have prepared it, and that 
“WEBB sent it to me". 

DENTON was questioned concerning a December 22. 1986 letter from him to WARD acknowledging the 
receipt of the WARD letter and Quit claim deed. He acknowledged that he sent the letter. 

DENTON was questioned concerning any information he had concerning CASTLE INDUSTRIES. He said 
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that it was a company headed by an individual named ALISON. He said that he understood that WARD owned 
20,000 or 30,000 shares in CASTLE INDUSTRIES and saw it as an opportunity to get some of the mobile 
home work on the former IDC property to CASTLE INDUSTRIES. 

DENTON was questioned concerning a ROSE billing entry that indicated that he spoke with CLINTON on April 
7, 1 986 relative to the IDC matter. DENTON said that he had no recollection of the call, and believed that the 
entry may have been in error. He said that there was an April 1, 1986 telephone message from CLINTON to 
him that he had maintained, but that he did not recall what the purpose of that call was. 

At the conclusion of the interview, DENTON was asked whether during the time that the events were occurring 
he had any discussions with any ROSE attorney, any ROSE attorney not acting on behalf of ROSE, any other 
attorney from any other firm, or any other person concerning the issues that had been addressed in the 
interview. He said that other as he had already advised, or had declined to answer, he did not. 
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PILLS BURY MADISON & StJTRO 
MEMORANDUM 
FOR FILE 



Gary Davidson 


No. 7326 Madison Guaranty Savings fc Loan, 
Little Rock Arkansas - Meeting with Don Denton 


April 



On April 28, 1904 a meeting was held in Little Rock, 
nsas with Don Denton, Chuck Patterson and myself. Tf) 
wing are my notes from that meeting. 

on started his relationship with MadisprT Guaranty i\i 
,05. He stated he knew McDouga^from earlier banking 
days when N 'he was associated with Union National Bank in Little 
Rock. Denton was originally hired as a consultant but later in 
,1^86 he learned he was appointed to the chief pending officer. 
His\^rimary purpose for hire was to generate^^O ^iul'l^on in 
additional size to the institution. This growth whs to be in 
the way oK loans. Denton said that McDougal had approximately 
$50 miirhs^n^ in fed funds and wanted to convert^ this ' 

money into mhrket rate loans. 



late 


eaxly 1986 McDougal took in a sizable 


of brokered fluids tcKoffoet these deposits. \\d wanted 
of real estate artd consilm^r^loans and invest in 
ial projects. DentonVwas a commercial loan officer 
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Union National Bdnk^and contacted many of Ois/old customers and 
moved thenyto Madison Guaranty. Denton explained that the \ 
Viability side of the balance sheet for the institution was \ 
tiighey than the asset side and needed numerous loans to Offset! 
'this /exorbitant cost of funds. When asked about who handled th 
brokered deposits Denton explained that the company owned 
Laaiter and a : firm in Kansas City supplied the broker deposits. 


stated there was no true loan department and no 
r loan committee at the institution. He stated/the/ 
j^tution operated as an institution the size of $ 7 million/ 
develop a loan committee at the institution . /However 
committee was considerably diluted by thy/humber of 
insid&p ansactions. Denton calculated that^^eiose to 50% ofv 
pan transactions made by Hadis {>n_were_tQ_f riends— ana 
family of McDougals. 



Denton stated that Sarah Hawkins was to j be'' a. compliance 
c cbf. and handle liaison with the federal homKioan b^nk board 
i epresentative on all minority committees. \John Selig 

sified as the general counsel for the institution . 
i ne^\byN^he name of Steve Cuffman handled many of\ the 
ional \oretlosure and collection problems. Another 
by the nhme of Hopkins handled some loan documentation 



of the insider loans did/not havje 
the way of docuihenta£lqn . Most were considered 
ex loans with no f^^cial^statements or^pXoper filings^. 


SEN/21634 
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The work opXTjOB Main had started prior^t^ his arrival. He 
djyfl know t\\at John Latham did own property next to\the 130 B\ 
address ,/ Thera was extensive media coverage on this cleanup\of 
the area. Jim Guy Tucker lived in this area and was working 
with/McDougal to clean up the area to attract new businesses a\id 
investors . 


Denton remembered that one of the stockholders by the 
Peabock owned real estate at 12th and Main. He suggested t^i 
\we qheck into this transaction as he knew that considerable 
^mouijt of funds went into the building at 12th and Main. / Denson 
did nkt recall the assumption by Lisa Aunspaugh of the ,1308 
property but knew that Bill Henley ended up with ownership off 
this property. When asked Denton stated thatHill Henley could 

always borrow $190,000 from the institutio n if so nee ded* In — > 

viewing some of the other transactions Bill Henley was involved 
in, Denton described the 1308 Main transaction as one of the 
letter deals that Bill was in. Denton stated~rh§entire process 
>f transferring property of 1300 Main was to reduce the^ 
nvestmei^t by the savings and loan in the service corporation. 

u n'Vischssing the 1300 block of Main Denton stated the\e 
ttas a ct nwervative^ef fort to clean up this area. When MoDougaJ^ 
<tould n< t find leaitiinate investors he ended up selling £he 
Property to friendsNind family . Denton claimed that he /may havb 



been involved in Btructuxing^the loan documents but wars not 


r635 
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tecf"tha 


Denton stated that he knew Seth Ward frbm^hia relationship 
a# Union National Bank. He considered their relationship t'y be 
friends And that he was introduced through Bob WilsorN^n 197^ 

I His fifrst loan to Ward involved a steel plant in Arkansas. 
.Dentbn financed many loan deals for Seth Ward. Many of t\em 
were profitable as well as some were losses. Denton even 
admitted to socializing regularly with Seth Ward. 

At a dinner social event with Ward, Denton was informed 
\tha\: the company POM had been transferred from Seth Ward t£ hi/s 
^keeter Ward and that he was looking for something t d do. 

At thht time Denton asked McDougal if Ward could be inyolved/in 
sora^ of^the savings and loan activity. McDougal hir^d Ward [to 
assist Ddn Denton in hia efforts to find comm^rdlal deals fo£ 
the institution. Ward was also to assist [M adison Financial— in-1 
obtaining and transacting real estate acquisitions. Denton 
arranged for the meeting between McDougal and Ward ao that they 
iFbpld discuss the consulting contract with W^h^.^^enton was not 
involved in those discussions nor was Denton involvea^fn the 

U . \ N 

discussions about who would buy what portion of property 


snton whs involved in two types of transactions. 

lese as aims length transactions and policy loansf. 
e^igth transaction Denton would evaluate each deay and do) 
erwork to property dobqment the loan. He woulo do due 
ite review on all transaction^.. On policy^loans McDougai 


S E \y? 16 36 
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generally would oo^e to Denton and tell him 


:h^t the S&L 
f paperwork. 


SSL \ae 


making a particular loan and do the necessary paperwork. A\ 
lines Latham would also carry this message from McDougal and 
transmit it either a memo or phone call. Only these twdv 
^individuals, McDougal and Latham, had the authority to make 
theqfe policy loans. When asked if Ward was involved in any 
oth£r ventures at the same time he was involved at Madison, 
Denton stated from October of ‘85 through April of *86 Ward 
involved in manufacturing of ultralight airplanes. 



Denton stated his first contact with McDougal and Fu^bright 

him and asked him to prepare the necessary [ 
a real estate deal involving the^feifo individuals. 

gement McDougal would locate land for Investme nt I 

angements for the necessary financing. McDougal 
would then place the real estate back on the market after 
subdividing the tract into smaller sections . r Of that land that 


, McDougal would generate his own internal paper and 



then pledge that paper as collateral on the real estate 
ttransact^iod^ with Union National Bank. Denton stated \hat mo 
generated by McDougal had only a 50% collection 
[)enton\p 6 tl^ated that McDougal and Pulbright did | 

[lately 30lk different real estate development transaction^ 
i s . 
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One day tjje^chairman of Union Kational "approached Denson 
afySut anot^dr transactions involving McDougal. However, instead 
being the partner,. the partner was Bill^Cli 
this t/ansaction turned out to be the first White Water \ 
purchase. Later, McDougal came into the institution to viVit 
with Denton about a purchase of a condominium complex with \Jim 


f Tucker. Denton stated the name of the condo was called 
* :e Condominiums .and the effort was to resell these units 
llvidual businessmen in the Little Rock community. 


Par 

to 


Later, McDougal teamed with Steve Smith to buy the hhnk <j>t 
Kingston, Arkansas. Smith served as an administrator aid to j 
Bill\Clt^ton in his first term as Governor for the^state of 
Arkansas . \ Denton also recalled that Smith wa^politically 

involved\in \ome of Fulbright's terms of office.; BcDougal — 

quickly ran into problems with debt service and many of his 
loans became classified with different institutions. One of 
lUbse classified loans was with the Citizens /Dank in Flippin, 
Lrkant^s. Union National Bank purchased stock i^ v Cibi^qns ‘ Bank 
that contained the large White Water development loan,. McDougal 
then ma<te a\ieal with Jim Guy Tucker to help him move H<is 
cfclassif Jed^oans if Tucker helped McDougal with this tas'k, 

■J’ucker ^ould 


-L4- -a uu fv.c i. iic a jjcu m.uuuyo a wilii liiib LOBK, \ 

d^^celve 100% ownership of the condominium cpmplex 


nd McDougal woult^ retain all of the land in Marion County, 
reVh 


Arkansas, which is wh 


White Water exists. 


- 6 -\ 
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When discpgeing Castle Grande Denton stated Bob Wilsbp came 
td the savings i loan in early 1986. Moat of the transact itns 
involving Castle Grande in 1985 had been completed or \ad the 
I prope/ty resold by the time Wilson was at the institution. W^rd 
negotiated the purchase of Castle Grande in an effort to get 
locAl banks off the hook of their loans. Castle Grande is 
Gociated with IDC. Ward also made statements that this 
z chase was at an extremely good price. IDC was is the 
siness of warehousing land that could be bought at a low 
\dollar figure for industrial development sites. IDC' 
project was land on 65th Street which was a successful Wntur 
ey tvhen turned to buy the tract of land on 145th Street wh/ch 
is knowh a6 Castle Grande. IDC made arrangements fdr sever 
compa\ies\to build distribution sites on thi^-^roperty 6uch as 
Levi Straus\jeans . When this project sloped, —interest— payments 
on the property became a capital problem. Many area banks that 
held loans for IDC on this property were forced to charge off 
the interest and some principal. When a BkedTu^o - helped 
negotiate the legal aspects for IDC, Denton st^te^tlie^name of 
Darrell Dover as representing IDC in Little Rock. 

Wh snathe transaction to purchase IDC* a interest in^Castl^ 
irande there w^s no counsel present. According to Dentoln, Setin 
tfard handled moEtsof the negotiations. It was not knowif if 
anyone from the Rose\law xirm offered advice for counselling to 
tfard for this purchase /\^The transact ion was originally closed/ 

Dy Beacn Title Company in Little Rock- It. was_at: this time when 

SEN 2 / 639 
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Denton notif iecj-'lis that he held copies of records from Ma^iBon 
ana that he^would be willing to furniBh those records to RTC 
£ipt of an administrative cubpoena . 


/Denton otated that he never met with anyone of the Roie l^v 
fim/ regarding Castle Grande or Castle Sewer ( Water purchases. 
It faa not known to him that Rosa firm offered any advice to ant 
Ison related individual. The sale of the sewer and watei 
ity complex was termed highly informal. Denton stated that 
jrney Dover could have handled the entire transaction on hif 
oyn. \ Ward ended up buying all the property north of 145th 
St^eet\and the sewer and water utility while Madison Financial 
purchased all the property Bouth of 145th Street. Denton stated 
the putpos'e of this transaction in the stru^ubing^ of this 
transaction yr as to avoid investment regulations by-Madison — 
Financial. Denton stated it was knowledge within the 
organization that Madison Financial could not buy the whole 
tr^ct of land under the investment regulations . 


Ward\received commission on everything sold in the entire 
Castle Cannae complex. However, Denton believed Ward was \ 
4nvolveq in^some capacity with Bales of tractB north of 145th \ 
Street. Denton agreed that the appraisals performed on this 
$ropert}| were bad\. Denton termed the appraisals as made/ to fit 
4>r HA I 4 a de as instructeaX The primary appraisers were/ George 
$etts ar)d Robert PalmerV^ WhenxaBked if there was any/ 


ciscussjons about the appraisals, Denton started -that Sarah 


SEN 21640 
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Haulcins had iMu^Beveral notices about ^eedigg to comply with 
regulatioiur'established by the Pederal Home Loan Bh*i 


t was in Denton's opinion that the Ward's loans were made 
to warehouse property on behalf of Madison Financial thatythe 
loans Ward held on property in Castle Grande were to be the 
st loans taken out by sales. McDougal had to make the c ffo 
reduce this SI million loan to Ward as it was on a non- 
course basis. McDougal knew that this loan would be 
classified by examiners if discovered. 

nvolving some of the subsequent sales to Tucker £ nd 
according to Denton, Madison Financial sola the 


rior to actual ownership and had tc^-Kave Ward complete 
tion after the fact in transfeifring_the_property~to^ 
Madison Financial. To help correct this oversight and complete 
the deal, Denton was required to draw the necessary notes and 
□i?der the necessary title work. Denton believed, that McDougal 


Fulbright and asked him to warehouse thib .lanatan hie 
th some form of guaranty of a profit at the\end These 
rvyoiving Fulbright were later paid off by the sVephen 
the direction of Witt Stephens. 


sale of property to Davis Fitzhuc 
bas6d upbn the debt service needed. Dqnton 
:ing the no tbs for this transaction ./ The 
»d on the cash received frofri-Levi in renb-'that would 
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available to p a debt aervice. Denton viewecl^thia entire 
tjfansactipif as a warehousing on behalf of Madison Fl^ancialA 
this Fijfxhugh loan, Fulbright loan and Tucker loan werk undeA 
/the c/asslf ication of do-it loans. Denton was basically\told \to 
do t/iese transactions. However, he does not remember directly 
who gave him those orders . 


In January of 1986 Madison Guaranty made a loan to Jim 
Tucker in the amount of $260,000. Of that, $135,000 was fc 
purchase of land in the Castle Grande development. Anothet 
^125^000 was to be for a feasibility study and land clea/an cej. 
According to Denton this should have been stated in the loan 
documentation. However, according to Denton's menjofy, he 
thoug 

with theN^e^bining $150,000 for some unknoLn-use. — H i s~ori g inaT 
thought was that the $150,000 was for construction of a 
convenience store on this site. 


that loan he stated that Dan Garner was the 
and that he at one time was a coAsultaht to 
cable company. In Denton's view, TuckeA was \ot 
ndividual . Many of Tucker *6 loans at the 
jected to by Denton. When his objections 



Lnstitu 

oecame 


Dougal removed him from handling any of 


:he credits. This inq d all loans to Tucker's cab company 
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/ When askpcf^why McDougal picked the locationVsthat he did 
fdr hi6 developments, Denton stated that if the dirt \*a6 cheiip, 
KcDouga/ was known to buy it. Most of McDougal* s land purchases 
Le re bZsed on some emotional reason versus logic reason 
time /McDougal was known to purchase land purely to help a ^rien^d 
out lot a financial bind. 


Madison Guaranty was at one time involved in a plan to ope 
\up d brewery with a William T. Lyons. Mr. Lyons currently had 

ry in Montecello, Arkansas and was wanting to transfect thAt 
bheweW to the Little Rock area with the assistance of HcrDougal 


In discussing the sewer and water utility lo^rf, Denton 
statedNzher'e were two loans, one for $900 , OOGT^and one for 
$150,000. X^nere was also an additional $1507000 obtained from 
the company owned by David Hale. Hale obtained these funds from 
a transaction in selling property to Dean Paul. The Dean Paul 
transactions was $125,000 loan that helped nil^recapitalize his 


BIC coEjpany and meet the necessary requirements tb^makeN^n 
nveotment\of this size. These funds also were part of the N 

ibn iYl which Susan McDougal received $300,000 urider t\e 


ransactL 



ame of Piaster Marketing which is a subject of a White Wdter 


cevelopment purchase-sin Little Rock, Arkansas. 


ording to Denton, International Paper Company 

a piece of property xnown^as the Woodson^ateral Road 
This property was lobated soutt7~of the^Castle Grande 



- 11 - 


SEN 21643 


453 


development. ^Ke Dean Paul loon for $100, 000 wa^ secured tjy o 
portion of/£his troct of land in the Uoodeon lateral\which had 
leen purchased from International Paper. A portion of^those 
roceetis were . funnelled to David Hale who in turn loaned^ 

$300 /000 to Susan McDougal for the down payment of several\ acrc^e 
adjacent to the Woodson Lateral area known as Woodson Heigh': 

HcD >ugal stated the sole purpose of this $025,000 was to 
recapitalise the SBIC. for the purpose of closing the two 
transactions for the benefit of Jim McDougal. 

first note to Davis Fitzhugh was non-recourse. /This I 
later exchanged for a recourse note for the ppipose jot 
ators. Denton received these orders to change the hote 
atham as Denton remembered this was^to^be a temporary 
Md be reversed back to the not-recourse—note^after 
the examiners left the institution. 



water o^tility, Denton stated he only heard about x^is guaranteed 
hook-up a'fter Jim McDougal was removed from the ins tiXutio\ from 
Jim Guy ^Puctter. Denton stated that he could have possibly been 
nvolved in\the\docuinentation but did not remember the \ \ 


nransacl ion 


When asked about the hook-up arrangemen .the sewer and 



oans from David Hale ns Company , SBIC. One was the down/ paymen t 


oan wh 


entOn heard there was originally to be $250,000 


ch was used xn thb^original purpose. The second loan 


was to be for working 



this second loan was 
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nev^r completed^ Denton speculated that SBIC""did not hav4^ the 
necessary funds to make this loan. 


hen aaked about booking the transaction, Denton atated 
that/the transaction was booked on the SfcL system to help make\ 
the/appearance of a better capital position than actually 
exiisted. 


Denton stated that Robert Wilson was a long-time mortgage 
\banfcer in the Little Rock area. He had sold his business yto 
Rirsz Commercial Bank and then joined Union National Banjc in 
19^5 to help set up a mortgage business for that institution j 
Wilton \ as:a member of the Union National Bank executive 


commictee^and long time friend to Denton and^Sdth Ward. Dent 


[free 


stated t>ipt^all three had socialized on a Ifrequent-basisT — 
Denton introduced Wilson to McDougal who in turn hired Wilson to 
evaluate and help with the Campobello development. Denton 
oeiieved that Wilson may have assisted in f itaHThg^the investment 
jroupvof Head Harbor Holding Company for its investmenfcxin 
• - boai 


dampobellg. Wilson and Seth Ward are both on the 


rd of\ 

directo^ f^ the Little Rock airport and helped arrange Denson 
obtain {iis \ur£ent position with the airport. 


WijLson made a. $4 oO, 000 loan to Madison Financial secured by 

d 


:he Cas 
:hat th . 
other duals with SBIC Compa 


6 ecu 
ton 


:le Grande property south of 145th Street. Denton state 
s loan was made\J.n Match of 1906 at the same /time of t tv 

Denton. speculated that this n\ay 
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have been to heipcapitalize the purchase of^Woqdson Heights by 
Sylsan McDatfgal. At. the cane time as this transaction, Wilson 
ad roach* a loan to William Darby who was building a warehouse in 


.tar the\ 


/ the Little Rock area. Denton was aoliciting business 
institution from Wilson. It was agreed that the institution 
wouid purchase this Darby loan from Wilson. Denton admittj 

ifer receiving approval; however due diligence and loan reviev 
conducted on this transaction. 


Denton stated the savings t loan did an abnormal amount elf 
Jer transactions aB compared to other savings and loan. 

characterized the Baving6 and loan as a circus ./ He also 
repeated a comment by a Jim HcDougal who said that^tne savings 
and loan \^iib a candy store. Denton felt that^tne institution^ 
was obvituisW going to fair. However, at |that_time the-whoieJ 
S&L industry was facing financial problems. 


When asked about the involvement of SaijaK^aijklns , Denton 
stated that she was in need of a job and that atvtime^v^he and 
Denton vquld "roll their eyes and say good lord" but\her 
alternab^v^^as to quit. 

Dejnton st^tedvthat he Baw some of the paperwork invic 
Campobejllo but w^ not^ primarily involved in any of the) 

tions . He si^tedN^hat the individual of Bob Wilson wou 
one to visit with aboilt.Campobello . Bob Wilson’s phone 
is (501) 376-7166. \He is currently the_.bc*ard directo xj at 




-lO 
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Cit/zens* Banket" 154 2 Main Street, This ia old Madiapn 
Guaranty lcx^ation. John Latham currently lives in N h. condominium 
dn the ^Lver- Denton believed this name of the condominium up it 
bras called River Walk. Denton was not familiar with Appraisal 
Asso/iates and believed Kerr may have sold property at Map^e 
Creek Farms. When asked about where the funds from the 
institution went from the 1985-86 period, Denton stated that 
Susan and Jim McDougal took out considerable amount of fundi. 
Harris took a chunk of money. However, Denton termed thii 

B oney from the institution. Denton stated Ward dip 
uch compensation. Denton received no money J / 
ed very little and Greg Young did not receive much 
funds. At one time Denton estimated^in JanuarV of 
itution could have been salvaged^for $7 million ir^ 
nts . 


agea^ror 


13 


Denton suggested the research of CE Ransom. He obtained an 
animated $4 00,000 and believed these transa^ti'onainvolving 
J and in a hunt club or resort may be of suspicions nature . 

I ienton seated that Andrew Clark only received funds by providing 
^ervice£(\toN:he institution through Quapaw Title Company 
I enton £ tatfctd tt\at Jim Guy Tucker took out considerable hmount) 
pf fundt . HowhyerVan exact amount was unknown. Denton stated 
anyone wefee tb^ question the activities of Tucker /or Johh 
the institution /''this wa6 automatic grounds tot 



resignation per McDougal 


2>5i3S9l 
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However, this was possibly through McDougal’s investment 
inte^es\ in North Central Arkansas. He believed Wade'was on (the 
board \Df £he Flippin Bank which had made the original loan to\ 
White WaVer \ When asked Denton was not faijTiliar w ith t he^pflmgyj 
Earl Stafford who was the father-in-law to Chris Wade. 
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Seth Ward 
48 River Ridge 

Little Reck / Arkansas 72207 
September 24, 1985 


Hr. James B. McDougai, President 
Madison Financial Corporation 
16th and Main Streets . 

Little Rock, Arkansas 72201 

Dear Mr. McDougai : 

This is to set forth our agreement concerning the property 
commonly referred to as ail the land owned by the Industrial 
Development Company of Little Rock and certain improvements 
thereon. 

On or about the 12th day of September, 1985 , Madiscr. Guaranty 
Savings and Loan Association agreed to acquire all of the Industrie 
Development Company of Little Rock's property except the grounds 
and building commonly referred to as the Timex Building. In the 
agreement Madison has the right to assign its rights to any 
entity or individual. As part of our agreement, I have agreed to 
take title to all of the assets of the aforementioned property 
that is located immediately north of 145th Street, the water and 
sewer improvements , and the sewer treatment pends, including the 
one located south of 145th Street. Madison Guaranty Savings and 
Loan Association will agree to lend me the purchase price fer 
this property secured by a mortgage of those parcels and the 
sewer and water works. Madison Guaranty will pay $35,000.00 to 
me to have an option for at least 270 days from the date of 
acquisition to purchase the property from me at any time, in 
whole or in part, for at least the pro rata amount of the note 
plus all accrued interest; except one parcel described as follows: 

Approximately 22 1/2 acres located and referred to 
as the Northeast Quadrant of the Interchange of 
Highway 65 and 145th Street. More specifically 
described in the attached legal description which is 
a part of this agreement. 


It is the intention of both Madison and myself to attempt to 
develop all the property acquired from I.D.C. and sell it as 
quickly as possible. If the property or any portion thereof is 
sold during the 270 day period, the sale price will be mutually 
approved by me and Madison Financial Corporation. The proceeds 
of the sale will be applied toward the promissory note, less a 
10% sales commission to be paid to me . At Madiscn’s discretion. 


3 PLAINTIFF S 
| EXHIBIT £ 

* If 

I 31-1570 
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Hr. James G. Me Doug al 
September 24, 1985 
Page -2- 


any particular piece of property may be deeded back to Madison 
prior to the execution of a sales transaction. 

It Is also agreed, in addition to the salary I am receiving 
from Madison Financial Corporation, I will receive 10% salas 
commission on all property sold, regardless who sells it, except 
residential property that will be located south Of 145th Street, 
in which case I will receive 4% ccmaission if sold by anv other 
person. 

During the term of the option period, all of the net revenues 
of the water works and sewer department shall be forwarded 
directly to Madison Guaranty for application toward the note, 
unless such facilities are sold sooner. Madison Financial 
Corporation will also be responsible for all taxes, special 
assessments, dues, insurance premiums , etc. during the period of 
this option. 

I would appreciate ycur ackncvl edging and agreeing to the 
terms of the letter of agreement. 



Acknowledged and accepted: 

(LL jJLd^sS. 

lames a. McDougax,* Presioent 
Madison Financial Corporation 
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Addendum to Agreement Betveen 
Seth Ward and Janes 3. HcDoucal 
September 24, 1985 


(Little Bock South Industrial Park, NX Corner 65-167 & 145th) 

LEGAL DESCRIPTION - 

Part of Tracts 27 6 28, Holman Acres, Pulaski County, Arkansas, 
nore particularly described as : Starting at the intersection of 

the north right-of-way line East 145th Street and the west right- 
of-wav line of Dineen Drive, said paint also being the Southeast 
corner of the 3 irch- 3 rocks , Inc. property; thence N 0 deg. 21 
nin„ E along the west right-of-way of Dineen Drive 373.12 ft. to 
the Northeast corner of said 3irch-3rooks , Inc. property and the 
point of beginning; thence N 89 deg. 50 min. 30 sec. W, along the 
north line of said Sirch-Srcoks , Inc. property 303.50 ft. to the 
Northwest comer thereof, thence S 0 deg. 05 nin. 30 sec. W alcng 
the west line of said Birch-Brooks, Inc. property 255.25 ft. to a 
point on the north right-of-way line of U. S . Highway No. 65-167; 
thence N 23 deg. 33 min. 10 sec. W, along said ncrth right-of-way 
line, 111.57 ft. to a point; thence N 89 deg. 39 ain. 40 sec. W 
and continuing along said north right-cf-way line, 650.87 ft. to 
a point; thence N 54 deg. 01 min. 20 sec. W and continuing along 
said north right-of-way * line 111.29 ft. to a point on the east 
right-of-way line cf said U. S. Highway No. 63—167; thence N 2 
deg. 29 min. sec. W along said east right-of-way line, 835.63 
ft. to a point; thence S 99 deg. 55 min. E along the south 
property line of the Seimens-Allis , Inc. property and said scuth 
line extended Westerly, 1191.02 ft. to a point on the west right- 
of-way line of Dineen Drive; thence S 0 Deg. 21 min. W along said 
west right-of-way line 310,35 ft. to a point; thence Southwesterly 
and continuing along said west right-of-way line, being the arc 
of a 715.66 ft. radius curve to the right, having a chord bearing 
and distance of S 8 deg. 21 min. W, 199,20 ft. to a point; thence 
S 16 deg. 21 min. W and continuing along said west right-of-way 
line, 20.0 ft. to a point; thence Southwesterly and continuing 
along said west right-of-way line, being the arc of a 715.79 ft. 
radius curve to the left having a chord bearing and distance of S 
8 deg. 21 min. W, 199.23 ft. to a point; thence S 0 deg. 21 min. 

W and continuing along said west right-of-way line, 25.88 ft. to 
the point of beginning, containing 22.5649 acres more or less. 
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page -2- 

Mr. Jim McDcugal 
S«p tamper 2-i, 1985 


During the term of the option period, all of the nc- 
revenues cf the waterworks and sewer department rhil' 1 be 
forwarded directly to Madison Guaranty for iupiicat^cn 
toward the note. 

I would appreciate ycur acknowledging and agree* r~ to 
the* terms cf this letter agreement. 



Sincerely 


Acknowledged and accepted 



/ ^ 9 

Maciscn Financial Corporation 
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Sect erne e r 74. *1? = 3 


Jin hclcucel. "rssiccr.: 
.hadiser. ?.r.ar.cial C::?5:a:;:r. 
: : th and ham 

lilt Is Rcch, Arkansas 7 II Cl 


Sear Jin: 


This letter is tc set tcrch cur agreement ct criming the 
enter tv cc.ttr.cn ly referred tc n: all Ih-r } r.rd n* Ly 

tlte Industrial Jevelrpncrt C cep any c f Little P. mb. 

Cr. cr ebeut the 12th d».y cf Scrt-tibsr, I?3c, M ' 1 - ;t 
G .I a rent*/ Savtr.cs ar.d lean Asset* aticn r creed tc ac*'u J - . 
all cf Industrial Zevelcprcnt Cmrctny rf litt.’t V _c: r 
t reps: tv except the Timex Building. lr. the ?cr:?n3.i: , 
v^discn has the next tc ass ten its rights tc t.;at 



alsc agreed , 


in addition tc the m. late- 


re reiving 
, ; « 


h.adisen Guaranty, cn all urenertv 
acquiree cm sold either by me cr by Ihvliect; 

Ittrittv after the sxsrctre cf hind is cr. ’ c entien, or c:i 

t.nat pettier, e: the prccerqy already acquired by hidtsoti 

f--— -.g.i., ; shall receive a ter. percent mrmicsicr. cr. 

said *cals if it is acid by me, r.nd feur pccrer.t 




s sell ’ey any ere els 2 . 

; PLAINTIFF S £ 
f EXHIBIT >s 

5 

I <?7-15 %0 
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FDIC 

Federal O«?o«i£ LL£-rtzc« Ccrpcra£ie=. 


Jure 13. 1525 

Joseph Kolinsky, Chief Clerk 

Senate Special Ccaadttee to Investigate Vhitevater 
Deveicoren: Ccrocraticn arc P.elated Matters 
534 Dirksen* Office Building 
Washington, D . C. 2C511 

Cear Mr- Kolir.sk>": 

Pursuant to Che rec.es: of the staff or behalf of the Special 
Coofriccee, enclosed are copies of RCIC CIS Vsr.crsr.es of Ir. 
for Harry Den Denton, June 3 . 1535 and Jure 11 1255 an 

Clark, June 10, 1555. Che races of ore interviewing CIS re 
have been redacted. If you wise an unredacted eery we •ill 

provide that to you. 2 have also enclosed, as requested. dements 
provided to us by Pillsbury, Madison and litre, IIP m response to 
our request for all documents produced to then by Mr. Center 

The enclosures contain inform tier relating to an open 
investigation and which is sub: ect to the exclusions frc~ 
disclcsure under the Privacy Act and the Breeder of Infcmattcr. 
Act. Accordingly, we request that these dements be accorded the 
highest level of ccr.f idertiality possible under the rules of ire 
Special Comittee- 


Sincerely, 

Patricia M. Slack 
Assistant Inspector General 

oc: Gaston L. Gianni, 

Steven A. Svitter 

Robert J. Giuffra 

Lance Cole. Dercc: 


uty Inspector 
ef Counsel 


Ceputy Specta 


el 


41 ’<) »« 
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roie 

Federal Dtpotlv Imuran co Corporation 
W—hlnqtoh. O.C. 2043 S 


.„Offlo< of Investigations 
Offic* ot Impostor Genoral 


MEMORANDUM OF INTERVIEW 


■TTTPVew Of 

JAMES T. CLARK 


amRvnew mho at 
Washington. D,C. 


oati of wnavaw 
June 10, 1990 



FtOM FWatHT 
N/A 


JAm&S t. CLARK, National Bank Exominer, United States Offloa of the Co mptroll er ot the Currency (P CCir 
Kala mezqpj, Mich iga n Puty_S tfiilon, was Interviewed on June 10, 1990 and 

\ CLARK hod boon Identified so the Examiner li^nMRftlTlBaSox^ 

VINGS AND LOAN (MGSU that waa oonductad by the Federal Homo Loan Bank 
Board (FHLBB). CLARK waa odvlsod that he woe to be questioned concerning activities of MGSL ha may have 
become aware of during the examination. 


Katemezoo^lchlg^ 

ofMABsoWuJw^^^AW 


CLARK aeld that he waa employed by the FHLBB from 1 973 to approximately 1 980 aa a Senior Field Examiner 
at the FHLBB 8th Dlatrlct at Indianapolis, Indiana. From approximately 1986 to approximately 1989, ha waa 
admlniatrailvaly transferred to the Federal Home Loan Bank of Indianapolis and performed the aama duties. 
After the enactment of PIRREA, his position waa transferred to tha Office of Thrift Supervision (OTS) In 
Indianapolis. In December, 1 980, he left for private Induetry. In January, 1 892, he baoan work with the OCC 
aa a National Benk Examiner. 

CLARK recalled the examination of MGSL commenced on the first builnaaa day after March 4, 1980. Ha 
stated that he waa tha Examiner in Charge of the examination and, aa such, apant time on she at the 
Institution. Ha aald that a request letter would have been sent to the Inatltutlon prior to the arrival of the 
•xamlntra edvlalno them of the pending examination. CLARK aald that It waa standard policy to act the *aa 
of* data, that dete on which any transactions or documents In Inatltutlon flies would be subject to review, 
would be tha last day of the previous month. CLARK aald that In this case thet data would be February 28, 
1986, and he ballevad that the request letter would have advised MGSL of that *os of” date. 

CLARK said that he wrote three approximately monthly Interim reports and e final report detailing tha findings 
of the axamlnetion. 

CLARK was aakad whether he was familiar with a purchase of property or aaaets referred to aa (DC by MGSL 
or Its affiliate MADISON FINANCIAL CORPORATION (MFC) from the examination. He atitad that he waa. He 
recalled that the IDC waa en independent developer that owned property, some Industrial buildings, and a 
water and aewar system south of Little Rock. He also recalled that there were eome noncontiguous parcels 
held by JDC. CLARK aeld that he understood that by the mid 1 9B0'a, the Industrial development waa not doing 
well, and thet MADISON purohesed it as a pert of a workout agreement. CLARK aald that, aa en pntlty of 
MADISON, he knew the entire IDC property that had baen purchased aa CASTLE GRANDE. 

CLARK said that soon after the examination began, he observed from Institution recorda thet a lot of loans 
were being made In the area dlreotly surrounding MGSL, the QUAPAW Quarter. CLARK said that when loan 
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tllea began to bo reviewed, li was noticed that many of tho roqulalto documents, auch as down payment end 
disbursement documents were not in the tiles. Ho said that It was decided that e project known as 1 308 Main 
Street wea chosen for a review. He said that e number of relevant loan documents were not In tho file, so 
they began to track down the Information at title oompanloa, and by reviewing the check processing system. 
Ha said that the review of the iinenciai situation disclosed a 'series of flips* of the property. 

CLARK said that from what he had seen In the first three weeks of the examination, he developed e theory 
concerning the operation of MGSL. Ho said that ha oonaidared It a 'ratchet and house reke off* schema, by 
which deposlta were put Into development projects, the profits from eaias were booked, allowing the Institution 
to increase its net worth, obtain more deposits and continue the cycle; while at the same time. Institution 
Insiders had money flowing to them tlirough other Institution entitles. 

CLARK said that to teat the theory, CASTLE GRANDE end the development* known aa MAPLE CREEK, and 
12th and MAIN were chosen for review. 

CLARK said that he wa* familiar with subsidiaries of MGSL, euoh es MFC and MADISON REAL ESTATE. He 
•eld he was Initially advised by people at MGSL that the subsidiaries were actually separate companies owned 
by people he had come to believe were insiders. 

CLARK said that when he tried to locate corporate records of the subsidiaries et MGSL, •• he would have 
suspected them to be maintained, he found that h* could not. He stated that the search was expanded to 
sources outside of the Institution, trying to trace • money flow to insiders. He ask! that he found Indicators 
thet the subsidiaries were *shems...sholl 3 ... no real existence.* He said that at a May 29, 1 988 management 
conference attended by MCDOUGAL, see below, he advised MCDOUGALthat the subsidiaries oouid represent 
e conflict of interest, and was then told by MCDOUGAL that the subsidiaries wsre realty MGSL entitles, so that 
In dealing with tha subsidiaries, MGSL was in effect dolno business with Itself. 

CLARK said the first Interim report done bv the examiners In approximately early March, 1 988 was aubstantlva 
and reported these and tha other findings made to that date. 

CLARK wee asked why hi dealt with MCDOUGAL on question* concerning MGSL when MCDOUGAL had 
ceased to be an officer of MGSL subsequent to a 1 084 examination of MGSL by the FHL86. CLARK said that 
MCDOUGAL had not baen removed by the FHL8B, was still tha primary stockholder In MGSL, and hid stayed 
a» President of MFC. CLARK said that although he was not abls to ultimately pierce the oorporste ehaB among 
MGSL and tha subsldlarlea, hie contention was that MCOOUGAL end the HENLEY'* were the controlling group 
at MGSL. 

CLARK said that, at lean for the May management meeting, he requested thet MCDOUGAL attend. He aald 
thet at an April 1 1 , 1986 management meeting, see below, eomeone from the Institution may have requeated 
that MCDOUGAL attend. 

CLARK said that he was familiar with JOHN LATHAM as the President of MGSL, snd had mst with him on s 
regular basis during the examination. Ho said thet he felt thet LATHAM apoke on behalf of MGSL, but he 
believed thet decisions were made by MCOOUGAL. 

CLARK wn asked if he was familial with SETH WARD. He aald that ha waa. Ha said that ha believed that 
WARD may have acted as the go between with MFC end MCDOUGAL for the purchase of CASTLE GRANDE. 
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Ho Mid that he WM alio awara that WARD had acttd at a ’straw" buyer of CASTLE GRANDE property on 
behalf of MFC. 

CLARK was asked what he meant by a "straw" buyer. He said that a straw buyer It • "buyer who hat no reel 
monetary or other Interest In the property but who Is actlno •• • front for the real purchaser who does have 
an Interest." 

He was asked what banking regulation would be violated by a "straw” purchase, and aald that It would be a 
violation If h caused false loan documents to be produced. He aald that It would depend on the apaciflo loan, 
and said that he did not believe thei MGSL wea chad In the 1986 examination for "strew" purchases 
singularly. 

CLARK was asked whet banking regulation would be violated by the Institution In utilizing a ’straw" buyer. 
He aald that general regulations addressed a transaction with an affiliated person, end that a apaciflo regulation 
called for ail transactions to be executed with the safety and soundness and best Interests of the Institution 
In mind. 

CLARK was asked if he had encounterod "strew" purchases at any of the examinations at other Institutions 
that he had examined and sold that he did not believe that he had. 

CLARK was asked whether ha was aware during the MGSL examination of any restrictions on direct 
Investments In subsidiaries by the institution. He aald that thare was a direct Investment restriction on 
federally chartered thrifts, which MGSL was not. He recalled that at some time during the examination he 
learned that there was an Arkansas state restriction on direct Investment*. 

CLARK was asked If he recalled the issue of potential direct Investment violations coming up In the MGSL 
examination. He recalled that had MGSL purchased CASTLE GRANDE directly, they would have exceeded thalr 
direct Investment limit. 

CLARK was esked what effect violating a state regulation would have on a federal examination. He said that 
Interne! FHLBB procedures called on an institution to ba In compilanca with state regulations. He aald that 
violating the ateta regulation would mean that tha Inatutftion was not operating safely and soundly. 

CLARK was shown a copy of April 30, 1 686 handwritten notaa titled "Reconciliation of Service Corporation 
Investment". He recognized the handwriting aa his. Ha waa questioned conoemlng e note at the bottom of 
the paQe that Indicated that MGSL was not subfect to the state direct Investment limitation, but that there 
apparently was a state restriction limiting the allowable Investment to 6% of orosa assets. The note also 
Indicated that LATHAM reported that the state limitation had been waived at MGSL by state authorities. 

CLARK said that he did not specifically recall the reported conversation with LATHAM, but did recall 
attempting to track down the ARKANSAS regulation. He aikJ that If ha had been told that the ateta regulation 
had been waived he might ask for documentation, but could not recall if he had done so In this matter. 

CLARK was asked why an institution might use a "straw" purchaser whan It la lending all of the money and 
said that evoidsneo of direct Investment regulations could be one reason. CLARK waa asked If he was over 
told that the CASTLE GRANDE purchase was structured to evold a direct Investment limitation end aeld he hed 
not been. He aald that if he had mentioned direct Investment In one of the Interim or final examination report, 
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It would have bean because someone told him or that he had aeon It In Institution records. 

CLARK was shown a paasago from page 1 1 of the May 8, 1988 Interim report that reed that 'Ward apparently 
warehoused this land to reduce Madison Financiers Investment end the ettendent borrowing from Madleon 
Guaranty. In this way. limitations on Madison Guaranty's Investment In Its service corporation are avoided.” 
CLARK said that wee consistent with recollection of WARD’e role In the purchase. 

CLARK said that by the time of the May 8, 1988 Interim report, the examination had determined that the three 
projects that had been under review would seriously Impair the net worth of the Institution. 

CLARK said that In the Initial staoes of the investigation, he had decided that tha examiners would not seek 
direct reeponeea to questions or advito of concerns that they had for fear that reoords would be hidden or 
destroyed if the areas they considered problems were evident to institution peraonnel. He waa asked If he had 
any specific knowledge of documents boing hidden or destroyed at that point and said he did not. He laid that 
they had some trouble In obtaining requested loan fllee, and suspected that documents may have been added 
or removed. He repeated that ho hed no specific recollection of dooumenta being hidden or destroyed, but 
recalled that some files were so devoid of documents that he questioned why ell of tha Information wsa 
missing. He also recalled feeling that if the dooumenta existed, they were never put In the file and he 
questioned whether an Institution that would not comply with basic regulations might remove or destroy files 
that were present. 

CLARK was asked If there came a limo when he thought the examination waa being obetructed. Ho said he 
had no specific recollection, but that it was Just an accumulation of incidents Involving dealing with MGSL 
management when he felt he was being lied to. 

CLARK said that after the Msy 8, 1 986 Interim report, he decided to shift the manner of conducting the 
examination to more direct oontaota with MCDOUGAL and LATHAM about what their concerns were and what 
areas they were Interested In so that their reactions could be noted. He seld approval to do so required quite 
e bit of negotiation with the FHLBB in Dallas, Texas, who oversaw MGSL, beoauaa there waa a restriction In 
piece at that office at that time on discussing loan classifications with Inetltutlon personnel prior to FHLBB 
supervisory personnel signing off on the examination raporte. He said he waa eventually authorized to discuss 
the classification* at the Institution as long ee it was nude deer that the classification! were tentative. 

CLARK was shown a copy of a May 29, 1988 file memorandum from him concerning e management meeting 
he reportedly held on that date with MCDOUGAL and LATHAM. At page one of the memorandum, CLARK 
wrote that they discussed his primary concerns In the examination; losses on reel estate development projecta, 
end substantial payments to apparent affiliated persona or affiliates. The memorandum further Indicated that 
MCDOUGAL and LATHAM wore advised thBt ’We ware recommending losees under tha asset classification 
regulations that exceeded Madison's net worth on Just the three projects reviewed to date.” 

CLARK waa asked If he thought that thm-e came a time during the examination when officers or employees 
of MGSL may have reasonably believed that there was a possibility that the Institution would be closed or that 
certain officers or employees would be removed. 

CLARK seid that by early May, 19BG, he believed that some people were getting "antey". He said they hed 
not drawn any conclusions, but that they were asking questione of people In the Institution. CLARK referred 
to a copy of handwritten notes ho had made while the examination was underway. In an entry dated May 12, 
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1 986, he wrote that LATHAM had questioned him aa to how long the examination would continue, and whan 
the examination oouid be discussed with management. LATHAM reportedly told him that employees felt 
frustrated that there had been no general gradlhQ of the association by the examiners, and that two had 
threatened to quit. 

CLARK also noted the May 29, 1 98G management matting reported In the memorandum of that due. He said 
that he mlQht not have said that the Institution waa In bad shape or that auparvlsory agent* might take action, 
but fait that having polntad out dial the three project* reviewed ware olaaalfled •* losses greater than net 
worth rendering the Institution insolvent, and that they 'certainly by May 29 knew* the Institution was 'In 
serious trouble.* 

CLARK eekJ that at that time, closings or removals were occurring at institutions. Ha said that the regulation 
enabling axamlnera to classify loans had come Into being In late 1986, and that examiners were using the 
regulation to render institutions Insoivont. He said that the use of that regulation was the gsnesls of the FHLBB 
Dallas directive egalnst discussing classifications with examiners. 

CLARK was asked who at MGSL at that time might have reasonably expected e possibility of removal and he 
replied LATHAM and MCDOUGAL. Ho was aekad whether he thought Chief Loan Offloer DON DENTON mlQht 
have the came concerns and ho s«id that it waa possible. He also said that at some point, probably In Juno, 
1 988, the institution received a letter from the FHLBB Supervisory Agent advlslno them that a meeting would 
be held In DALLAS on July 11, 1 986. 

CLARK waa questioned about e reference at page three Of the May 29, 1986 memorandum stating thet 
•Latham stated that a subordinated debt laiua had bean held back because of the difficulty In finding an 
underwriter for auoh a amall iasue U3 to 4 million)'. 

CLARK did not recall the statement in any more detail than reported In the memorandum. Ha said thet he 
recalled that MGSL planned to increaso its net worth by growing the institution, but thet regulations required 
greeter capital first. He said that he believed that the debenture Issue may have been discussed with FHLBB 
Delias previously, and thet the Institution mey have submitted a growth plan or boalnaae plan in furthersnca 
of the plan. 

CLARK was asked if he was ewere of any previous plans by MGSL to raise capital. He recalled that MGSL 
considered • number of idees, 'none practical". He said that It waa his belief at the time of the examination 
that the plana ware an attempt to forestall supervisory action of one type or another so that more funda could 
be diverted from the Institution. CLARK stated that tht longer the 'meter runt" In a "ratchet and reke-off* 
scheme, it would be In the ' McDouoal/Henlay group's Intaraat to keep It running because the longer It ran, the 
more money out* and that ’delay tor thorn* waa ’• tactic that could be used". 

CLARK was asked If he recalled any law firm working on any such capital raising Issue for MGSL end esld he 
could not. He aeld that If he had been told about attorneys working on auch an iaaue he mey not have 
considered important to note the attorney's names. 

CLARK was asked If he recalled any discussions with state regulators In any of the capital raising plena. He 
said he could recall no such discussions. 

CLARK said thet at some time after the Mey 29, 1986 conference with LATHAM and MCOOUGAL, he 
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forwerded the "as of" date to April 30, 1980, bringing Into the scope of review transection* and documents 
first at tha Institution after February 28. 1986. 

CLARK waa shown a copy of a letter dated June 3, 1980 letter that he wrote to LATHAM requeatlno 
documents that had previously bean requested by the examiners In the Mey 29, 1 986 management meeting. 
CLARK aeid It waa consistent with hla recollection that by that time he had decided to make requests for 
Information In writlno. 

CLARK waa shown a copy of a June 5. 1900 latter from LATHAM to him. CLARK reoallad the latter. In the 
letter, LATHAM referred to the June 3, 1086 CLARK letter, above, and laid that aome of tha Information 
CLARK had provided had already been provided to, and was In the possession of, the examiners. In the letter, 
LATHAM alio referred to a May 21, 1 986 discussion with CLARK wherein CLARK had reportedly said that he 
had not received all of the Information requested, and aaked that CLARK provide him a Hat. 

CLARK was also shown a copy of a June 8, 1980 letter from LATHAM to him wherein LATHAM requested, 
among other thlnos, that CLARK provide him e Hit of ill lain at CASTLE GRANDE that were ' straws". 

CLARK recalled the letters. He said that he responded to those letters In e June 10, 1986 letter to LATHAM 
In that letter, which CLARK was shown, he sdvlsed LATHAM, among other things, that he Intended to send 
him two letter* requesting additional Information, the flret of which would Involve the three projects that hed 
previously bean reviewed. CLARK said that ha did not want to provide LATHAM with the Information 
concerning which transactions he thought were "atrewa* to LATHAM for fair the loan file* could be doctored. 

CLARK said that by that time, he had decided to go to written request of LATHAM rather thim verbel beoiuse 
the responses from MGSL kept changing. CLARK also said that it that time ha wee still waiting to get 
authority to discus* the classification issues with MGSL management. Ha aald LATHAM waa becoming mors 
aggressive questioning whet documents the examiner* wanted, why they wanted them, and what conclusions 
they were coming to. He said that ha hoiieved that LATHAM wented to know whet conclualone the examiners 
were coming to ao that thay could contact FHLBB Dalles dlreotly on issue* In contention, 

CLARK was ahown e copy of a June 17, 1988 latter from him to LATHAM wherein he requested apsolflo 
Information, Including Information concerning a number of CASTLE GRANDE related loana. CLARK recalled 
the letter. He asld that It wea the first letter he hed referred to In hie June 10, I960 letter to LATHAM. 

CLARK was asked why he requested information on what purchases were flnanoed, the down payment and 
the source of fund* for several loans, Including the WARD loan, #2902, that financed the Initial purcheae of 
CASTLE GRANDE. He said that it was because these ware the loans that they believed after tracing the oeah 
were "straw" loans, 

He was asked why he requested the purpose for the use of the proceeds of the loan and aald that It wee to 
determine whether MGSL roceivod any value for Its money. 

He was asked why he requested plats, mortgage surveys end other drawing* that showed the boundaries of 
the property purchased by WARD and MFC from IOC. He aald that It wet beceusa ths examiners had 
attempted to trace the aeries of transactions to determine who eotuelly bought what property, but that there 
had bean overlap on the property descriptions that ware available. 
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CLARK was questioned concernlno note* he made June 20, 1986 conoemlng CASTLE GRANDE. In the notes 
Is e comment that the CASTLE GRANDE files had been rearranged elnce their earlier review by the examiners. 
The oomment Indicated thet the reerrcmgment may have oocurred while Institution employees were preparing 
e response to examiners. 

CLARK recalled thet the files had boon rearranged, end thet memorende dated June 2 and June 13, 1 988 that 
were attached to his notes, had not been In the file when It was originally reviewed. The memoranda, whloh 
concern CASTLE GRANDE eppralseis, wore attached to CLARK'e notes. 

CLARK was 6hown e copy of a Juno ?4, 19B6 letter from LATHAM to him that was e reaponea to CLARK' a 
letter of June 17, 1886. Included In the roaponae was a itatement that WARD loan #4027 would be repaid 
"From the sate of reel estate thst Is under option to Medleon Flnanolel Corporation; If option le not reoognlzed, 
from sale of reel eatete to other investors". CLARK racafled tha letter. CLARK aald he had asked tor en 
explanation of the source of the funds for repayment because he was trying to trace tha source of funds oolng 
Into end out of the pro)ect. The letter also contained a response concerning the disbursements of the proceeds 
of WARD loan were used In part to make a loan to the WILSON company. CLARK said he conducted an 
analysis of the responses by LATHAM In e file memorandum dated June 28, 1086. 

CLARK was shown a copy of the Juno 26. 1986 analysis end recalled that It was the analysis he performed. 
CLARK aald thet he thought thet he thought the: e eerlea of transactions between MGSL MFC, WARD and 
WILSON was designed to chennell funds Into MFC In a manner to disguise that It was en actually e direct 
Investment of MGSL In MFC. He wrote In his analysis that the response to hie Inquiry In the above decrlbad 
June 24, 1986 letter from LATHAM confimed In pert hie belief thet the treneeotlona were en attempt to 
disguise i direct Investment. 

CLARK aleo wrote In the analysis thet the property deeorlption# of CASTLE GRANDE property ware not 
conolae, and that Information provided by LATHAM In the June 24, 1986 letter were not aufflolent to clarify 
the boundaries. CLARK exple inod thet In April, 1 986, the examiners had been attempting to construct concise 
property description* end found that they oould not. He aald they were ualng the Information provided by the 
institution when the "as of" date for materiel* wea February 28, 1886, and did not belleva they hed tried to 
trace meets end bounde descriptions. CLARK wea shown a copy of the property description of 27 and 28 
Holman Acres that hed been attached to the mortgage eecurlnQ Ward loan 4027. He aald thet he hed no 
particular recollection of the description. 

CLARK said thet It wee only after the "ee to* wae ohenged from from February 28, 1886 to April 30, 1988 
that he first became aware that loans hed been made to WARD during the examination. He eeld thet It was 
decided then to go back end review CASTLE GRANDE transactions for evidence of land flips. 

CLARK was asked If he thought the feci thet the WARD loen 2962 waa paid off with fund* from the teles of 
property to FULBRIGHT and CASTLE SEWER AND WATER all occurred on February 28, 1 98B, the day before 
the Initial "e* of* data may have beon don# to plaoa the WARD loan Into e peld off etatua to laaaen tha ohanoa 
of examiner’* scrutiny. CLARK said ti»at he thought It reasonable. 

CLARK wee asked If he become ewero dulling the examination that WARD believed thet he had commissions 
due to him from the sale of CASTLE GRANDE property. 

CLARK aald that the first time ha became aware of commlaelons due to WARD wea In approximately mid-May, 
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1980. CLARK said at that tJmo, lie and other examiners were at MGSL after the Institution employee* had 1 

left for the day. He said that they were checking the drawer* of desk* In their are* to atore their working 2 

papers whon an examiner discovered cnrtaln docunmenta. CLARK slid that ha reviewed the documents and 3 

discovered one was a September 24, 1 985 letter from WARD to MCDOUGAL that set out en agreement by 4 
which the IOC proporty would be purchased. CLARK wee shown a copy of a September 24, 1 9B5 letter from 5 
WARD to MCDOUGAL that did not cavnai that WARD would retain 22.5 acres. CLARK seld that letter was 0 

among the documents discovered. He said that it was the first Indication he had concerning the commissions. 7 


8 

CLARK identified a July 1, 1986 filu memorandum ss one h* wrote. The memorandum, at peoe two, 9 

discussed the discovery of the documents found In the desk drawer and Identified the September 24, 1985 10 

letter ss being among them. The memorandum also referred to e June 24 letter from WARD to MCDOUGAL 1 1 

reaffirming their CASTLE GRANDE agreement. CLARK wrote In the lettar that th* »gr*ement was doted after 1 2 

the May 29, 1988 management conference when ha had dlsoussed concerns about ‘straw* purchases, and 13 
the June 1 7, 1988 letter he sent to mansQoment requesting Information about WARD and CASTLE GRANDE. 14 
CLARK wrote that the examiners, throuoh June, 1988 had found no evidence of commlaelons pokJ WARD, 15 
and that he thought that tha reaffirmation letter may have been an attempt by management to evidence a 1 0 
continuing Involvement In CASTLE GRANDE. CLARK confirmed that he wrote the memorandum and recalled 17 
that the eventB oocurred as written. 18 

19 

CLARK said that he believed that the first time Institution people were made oware of the discovery of the 20 
documents wes at the July 1 1, 1908 supervisory meeting et Dallas. He said that he waa not certain If the 21 
specific subject of the September 7.4, 1 986 WARD letter or of commissions waa raised, but believed that they 22 
were. 23 

24 

CLARK was shown a copy of the September 24, 1985 letter from WARD to MCDOUGAL that contained the 2B 
caveat concerning the 22.5 acres and was asked If he recalled eeelno It or the attached property description 26 
in the Ward loan 4027 documents. He stated with reference to the letter *1 don't recall ever seeing lt“, but 27 
was knowledgeable at the time about the 22.5 acre parcel. 28 

29 

CLARK was shown a single pago of notes that contained at paragraph 2 Information concerning an option 30 
agreement on the 22.5 acre parcel. The notos Indicate that the writer discussed with someone that MFC 31 
wanted to purchase the WARD property, but that WARD had another buyer and would not consumate the sale 32 
for lax purposes. The note refers to b WARD attorney preparing an option to purchase the property. The note 33 
also referred to a loan to WARD that was unconnected end was to pay off loans on personal property. 34 

35 

The note also refers to e loan to MFC fur *370,000 executed to guarantee the purchase of real estate pending 38 
the completion of the option. CLARK was shown a copy of the MFC notes to Ward and asked If he recalled 37 
them. He stated that he did. He was asked whet he recalled ebout these notee. He eteted that hla concern 38 
ea an exemlnor waa whether the notes represented Independent financing of MFC by Madison Guaranty. He 39 
would ba concerned about where Ward came up with the cesh and that the examiners would be concerned 40 
that tha proceeds came from Medinnn Guaranty. The examiners would be concarned whether the loan* 41 
between Werd and Madison Guaranty, and from Ward to Madison Financial, were connected In eome fashion. 42 

43 

The note from the examination workpapers Is not dated. At the bottom of the page la e note In different 44 
handwriting. That note is dated April 29, 1 986. It Indicates thet ’Darlene" spoke to DON DENTON ebout the 4S 
option and had been told that the option had not yet been prepared, but that he would got It to the examiners. 40 
The note alao referred to two notos that would not be funded. 47 
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1 980. CLARK laid •( that time, he end other examiners were at MGSL after the Inatltutlon employees had 1 
left for the day. He aild that they were checking the drawers of desks In their ares to store their working 2 

papers when an examiner discovered certain doounmants. CLARK said that he reviewed the doouments end 3 

discovered one was a September 24, 1 985 letter from WARD to MCDOUGAL thet sat out an agreement by 4 
which the IDC property would be purchased. CLARK was shown a oopy of i September 24, 1 986 letter from 6 
WARD to MCDOUGAL, that did not caveat that WARD would retain 22.6 acres. CLARK aild that lettar waa 0 

among the documents discovered. He said thst It waa the first Indication he hod concerning the commissions. 7 

a 

CLARK identified 8 July 1 , 1 98G fllo memorandum ai one he wrote. The memorandum, at page two, 9 
discussed the discovery of the documents found In the desk drewer and Identified the September 24, 1985 10 

letter aa being among them. The memorandum also referred to a June 24 letter from WARD to MCDOUGAL 1 1 
reaffirming their CASTLE GRANDE agreement, CLARK wrote In the letter that the agreement was dated efter 1 2 
the May 29, 1980 management conference when he had discussed concern# about "straw" purchases, and 13 
the June 17, 1 980 letter he seni to maneoemant requesting Information about WARD and CASTLE GRANDE. 14 
CLARK wrote that the exemlnors, through June, 1980 had found no evidence Of commleelons pold WARD. 15 
end that he thought that the reafflrmetlon letter may have baen an attempt by management to evidence a 10 
continuing Involvamant In CASTLE GRANDE. CLARK confirmed that he wrote the memorandum and recalled 17 
that the evente occurred as written. 18 

id 

CLARK said that ha believed that the first time Institution people were made aware of the dleoovery of the 20 
documents waa at the July 14, 1986 supervisory meeting at Dellaa. He laid that he waa not certain If the 21 
speolflc subject of the September 24 , 1 985 WARD latter or of commlsslona waa raised, but bellaved thst they 22 
were. 23 

24 

CLARK was ahown a copy of the September 24, 1 965 letter from WARD to MCDOUGAL that contained the 25 
caveat concerning the 22.5 acrea and waa aaked If he reoalled seeing It or the ettiohad property disoriptlon 20 
In the Ward loan 4027 documents. He stated with reference to the latter ”1 don't recall ever saalno It", but 27 
wee knowledgeable at the time about the 22.5 acre parcel. 28 

29 

CLARK was shown t single pajje of notes that contained at paragraph 2 Information concerning an option 30 
agreement on thB 22.6 acre parcel. The notes Indicate thet the writer discussed with someone that MFC 31 
wanted to purchase the WARD properly, but that WARD had another buyer end would not ooniumete the sale 32 
for tax purposes. The note raters to a WARD attorney preparing en option to purchase the property. The nots 33 
also referred to a loan to WARD thst wee unconnected and wee to pay off loans on personal property. 34 

36 

The notB also refers to a loan to MFC for 1370,000 executed to guarantee the purchase of real estate pending 36 
the completion of the option. CLARK was ahown a copy of tha MFC note* to Ward and asksd If he recalled 37 
them. Ha stated that he did. Ho was asked whet he recalled about these notes. He stated that hla concern 38 
aa an examiner wee whether the notes represented Independent financing of MFC by Medfaon Guaranty. Ha 39 
would be concernad about where Ward came up wlththe ca6h end thet the examlnera would ba ooncerned 40 
thet the proceeds came from Madison Guaranty. The examiners would bo concerned whether the loans 41 
between Ward and Madison Guaranty, end from Ward to Madison Financial, were connected In some fashion. 42 

43 

The note from the examination workpapers Is not dated. At the bottom of the page la 8 nota In different 44 
handwriting. That note is dated April 29. 1986. It Indicate# thet "Dflrlane" spoke to DON DENTON about the 45 
option and had been told that the option had not yet been prepared, but that he would gat It to the examlnera. 48 
The note also referred to two notes that would not be funded, 47 
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CLARK confirmed that he wrote the first not®. CLARK aaid that the name of the attorney that appeara In 
parenthlsl* In hla note* la ’HUB8ELL*. He aaid that he did not recall the epaolflo discussion, but recalled the 
ahuation. He said that ha became ewero that MFC had borrowed 6300,000 and $73,000 from WARD In April, 
1986 and was attempting to determine whether the borrowing waa connected to the $400,000 loan MGSL 
mode to WARD on March 31, 1986. He recalled that he waa told durlno hla Inqurlea that the notea were not 
connected and that loen 04027 was not related to the Ward loin to Madlaon Financial. CLARK waa not sure, 
but believes he waa talking to DENTON when he wrote the notes. 

CLARK did not specifically recall tho notes by “Darlene.” He said that waa DARLENE FORD, an examiner who 
assisted him on the examination. He believed that he may have asked FORD to follow up on what he hed been 
told about the option. 

CLARK was eak*d to outline his understanding at the time of the exemlnatlon of the relationship between loan 
04027 8nd the Ward to Madison Financial loan. CLARK atitad again that he wee told that the loans were 
“completely separate deale" . Madison's “excuse" for loan 04027 wae that It wa* “not connectad to the Ward* 
MFC" loen, but wae to enable WARD to payoff other loans or debts. CLARK stated that Madlion'e "excuse" 
for the Werd-MFC loen wes "MFC wants to buy land from Ward, they're going to write option agreement, 
Ward wants a guarenty of performance on tho option, and that la the reason for thla note ** In the fullness of 
time, note will not be funded beceuso the option will be exercised and WARD paid then, and the note will be 
csncalled." CLARK wa* asked whether thla was en unusual arrangement, and he responded that It "Makes 
no sense at the time, lace now*, axpocially when the property aecurJno loen 04027 waa tha asms land subject 
to the option. 

CLARK was reed portions of testimony by LATHAM concerning the connection between WARD loan 4027 end 
the two notea made by WARD to MFC, and that tha loan 4027 was a way to pay WARD commissions. He 
sold that he had not bean aware of thet reported connection between the loans. He said that If he had known, 
ho would have called the transaction a direct Investment In MFC by MGSL. He said that MGSL should have 
shown tha notes from WARD listed on their booka aa accounts receivable. CLARK stated that the testimony 
"cannot Jibe with what was said* lo the examiners. 

Ha sold that if he had known about the commissions, et the very least ha would have colled It e direct 
Investment by Madiaon Guaranty into MFC beceuae MGSL would ba funding MFC's obligations, and he would 
have been asking what WARD did to cam tha ccmmlaslona, end thet the commissions would been a further 
Indlcetlon that WARD waa e "strsw* buyer in tha IDC puroheae. He also eakJ thet If the loan had bean made 
to pay commissions, ho would have considered the loen "deceptive on ha faco.’ CLARK stated It would vlolato 
regulations that required transactions to be fully and completely documented eo thet their true nature Is 
apparent to the examiners end anyone else. CLARK esld that there wse no way thet the trial testimony was 
consistent with what ho hed beon told during tho examination. CLARK stated thet "connection was the very 
point he was seeking and they’re saying In the examination — no.* CLARK eleo Indicated that based upon 
whet ho had now learned the option was created "In order to conceal the connection ** whatever It wea ** 
between 04027 end Werd-MFC*. 

CLARK was asked about the possible use of tho May 1 , 1985 option to establish a veluo for the property for 
the benefit of tha examiners. CLARK stated that he "would net have credited tha value based on tho option 
price". 

CLARK was shown a copy of the front paQe of a version of tho Mev 1. 1960 option that had a note by FORD 
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Indicating thet she had talked to DENTON about the description belno wrong- He had no particular recollection 
of the note or the circumstances. 

CLARK was asked whether he was aware of WARD being released from personal liability on three of his loans 
in June, 1 986. He aeld he had not boon, end likely would not have seen the releases booeuse the 'as of* date 
at that time was April 30, 1980. 

CLARK was asked whether he dealt with any state regulators during the examination. 

He recalled the Involvement of BEVERLY BASSETT, tha-Arfcaneaa Savings end Loan Supervisor. He said that 
shortly before the July 11, 1986 meeting at FHLBB Defies between MGSL officials and FHLBB supervisory 
agente, ha was told by supervisory agont CHIP KEISWETTER, that BASSETT had requested that the attend 
the meeting. CLARK said that KIESWETTER Indicated that he was concamed because In other oases, Taxsa 
regulators had attended the meeting* and had taken the aide of the Inetitutlons. CLARK was asked If It was 
common for state regulators to attend the supervisory meetings. He said that this Instance was the only one 
he was Involved In Texes, but thet the practice wea relatively common In other FHLBB districts. 

CLARK said that on another occasion shortly before the meeting, one of the examiners Involved In the 
examination hed Indicated a concern to him that BASSETT had previously done work for MGSL on the 
CAMPOBELLO project specifically concerning in interstate Issue, and thet the examiner had thought It 
represented ■ conflict for BASSETT. He recalled thet BASSETT had been working et MITC HELL, WILLIAMS 
when thet occurred. CLARK said that he believed thet he relayed thet concern to KEISWETTER, and thtt 
KEISWETTER brought It to BASSETT's attention. CLARK did not know whet the reaull was, but recalled thet 
she did attend the meeting. 
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Kock oilice. Present were jonn tcLiiJiii, ... . ..... 

Hawkins, Don Denton. The following actions were taken on loans: 


APPLICANT: 

PURPOSE: 

AMOUNT: 

COLLATERAL: 


TERM: 

CREDIT 

PROCEEDS: 


ACTION: 


Seth Ward 

Consumer /Personal Use 
$400,000 

Based on borrower's financial ability 
additionally secured by two tracts of land at 
145th Street, Little Rock, Arkansas — no 
appraisal 

$400,000 @ 12% for 60 days 

Pay a personal debt 
Pay income taxes 
Purchase airplanes 
All members approved 


APPLICANT: 

TERMS: 

COLLATERAL: 

PURPOSE: 

ACTION: 


Abeles, Inc. — Jack Patterson, principal 
(past credit customer with Madison--see 
MS Limited Partnership loans) 

$350,000 Q 10.5%, 30 year loan 
Robert Palmer: $600,000 sales value 

Discounted value: 

8 condominimums 12 £ Louisiana 
Purchase and improvements 
Purchase price $290,000 
Community Development Loan. 

All members approved. 



Dl» uut 


> 7 t 4 


478 


m ward' v * ' ■ 

"MADISON GUARANirS'TL ASSN v/ 


ft I VERR 1 DG ^R0AIT : '**'« , ~ > ^ 

1 6TH & MAIN - P. 0. BOX 1583 : • 

Uan Numbat 

f TLE ROCK, ARKANSAS '72207 " • 

LITTLE ROCK, ARKANSAS 72203 v % 
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f\ i 
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RTGAGE COVERING PART OF TRACTS 27 & 28, HOLMAN ACRES MORE PARTICULARY DESCRIBED ?IN, MORTGAGE 
EVEN DATE. \ * • * • 
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form no. in 
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MORTGAGE 

WITH rnWEU OK SALE (Ucalty) 


KNOW ALL MEN DY THESE PRESENTS. 

•pu SETH HARD 


«nd wifi, GRANTORS. 

for and in conaideration of tho sum of One Dollar (>1-00), to CRANTOllS in band paid, the receipt of which ia heccLy 
acknowledged, end in conaidaralion of tho premise* hereinafter act forth, do hereby grant, bargain, atll and convey unto 

MAO 1 SON GUARANTY SAVINGS AND LOAN ASSOCIATION . ....... ...I... .grantee! 


(whither one or more) and unto GRANTEE'S heira [succciiuri] and aaaigna forever, tho following property, situated 
in PM4 ASM County, Arkanaaa: 


SEE LEGAL DESCRIPTION ATTACHED HERETO AND MADE A PART HEREOF 


TO HAVE AND TO HOLD the aamc unto Hie laid GRANTEE, and unto GRANTEE'S heiri [aucceiiora] and 
auicni forever, with all appurtenance* theieunlo belonging; and all renti, income, and profit* therefrom after any 
default herein. 

We (I] hereby covenant with the aatd GRANTEE, GRANTEE'S heira (successors) and assigns. that laid 
lindl are free and clear of oil encumbrance* and licna, and will forever warrant and defend the title to aeid properly 

against all lawful claima. And, we, GRANTORS V.^. 

for the comidernlion 

aforeuid do hereby rclcose unto the said GRANTEE and unto GRANTEE'S heira (successors) and assigns forever, 
all our right* and poilibihly of dower, curteay and homestead in and to the laid land*. 

Tic lnle ii on the condition, that wherraa. GRANTORS are juitly indebted unto acid GRANTEE in the iwm of 
FOUR . HUNORE 0 THOUSAND ANO . NO/ 1 00- ------- '---t™-™" r.-:r-Doii.r. (»4Q0, 000.00.,. 

evidenced by . . promissory note., dated flA.RCH .31 i 19.§§,. In the aum of 

J.^.QP.'.QP.Q r QP . , bearing Interest from date until due at the rate of l?.\QP.Q% P*r annum and threafter until paid 
at the rate of ]?.*.PPP% par annum, payable ae follow*: 

AS STATEO IN NOTE OF EVEN 0ATE 


This mortgage shall also be security for any nthcr imhUt'Inni of whulswvcr kind that the GRANTEE or 
thi hulder* or owner* of this mortgoge may hold against GRANTORS by renaon ol future advance* made hereuiidrr. 
by purchase or otherwise, to the time of the satisfaction of this mortgage. 

In the event of default of payment of any pnrt of said sum. with Interest, or upon failure of GRANTORS 
to perform the agreements contained herein, the GRANTEE. GRANTEE'S heira (successors) and aisigna, ahall 
ha\ c the right to declara the entire debt to be duo and payable; notice to GRANTORS ia waived, and said option 
may be exercised at any time after default; and 

GRANTORS hereby covenant that they will keep all improvement* Insured against fire, with all other lull 
coverage insurance, loss payable clause to holder and owner nf thia mortgage; that said improvementa will be 
kept in a good stato of repair, and waste will neither be permitted nor commitlad; that all taxes of whatever 
nature, xa well aa aaaciimcnli for improvementa will ba paid when due. and if not paid CRANTEE may pay same 
and shall have a prior lien upon said property for repaym.nl. with intereal at the rata of 10* per annum; now. 


LL‘ UUUU'JUO-2 
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MEMORANDUM 


TO: 


I'^TROM: 


John Latham 
Don DentonJ) 


DATE: July 14, 1986 


RE: Ward, Seth 


It is my understanding that Seth had an arrangement with Madison Financial 
Corporation that he would receive a $300,000 conrnissicn for his participation 
in the acquisition of part of the real estate acquired in September of 1985 
from Industrial Development Corporation. It is also my understanding that 
Madison Financial Corporation was not in a position, from a liquidity 
standpoint, to make payment to Seth in early April 1986. 

Seth had originally borrowed $1,150,000 from Madison Guaranty vfor his part of 
the purchase. Subsequent sales reduced the balance of his loa^S«»a- $70,000 by 
early April of 1986. A new note was drawn in the amount of $70,000, payable to 
Madison, which now matures November 30, 1986. 

On March 31, 1986, Seth executed a note in the amount of $400,000 secured by 
the northeast intersection of the Pine Bluff Freeway and 145th Street. We 
originally advanced the full $400,000 with Seth subsequently repayafcQ on April 
23 $100,000 of this loan. The current balance is $300,600 which has been 
extended to November 30, 1986. In the interim, pending preparation of an 
option agreement whereby Madison Financial would purchase the northeast corner 
from Seth, a note was drawn in the amount of $300,000 dated April 7, 1986, 
payable to Seth Ward, executed by Madison Financial Corporation. This note was 
later destroyed and replaced by a similar note. An option agreement was drawn, 
dated May 1, 1986, obligating Seth to sell the property to Madison if it so 
opted. This option was in the amount of $400,000 and I am assuming this would 
cover the $300, COO note, the $70,000 note, and interest on those two 
obligations. 

It is rny understanding that title to seme 50 acres on the northeast boundary of 
145th Street remains in Seth's name and is not -included in this option 
arrangement. This is the property that Peacock is currently developing for an 
FHA project. 

Seth has a third note with Madison Guaranty S&L which to my knowledge has no 
connection with the 145th Street project. This note is #4215 in the amount of 
$93,000, dated June 10, 1986. This loan matures January 30, 1987 and is 
unsecured. 

KDD/ly 


DV 01 ) 00000^3 
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RESOL U T I 0 N 


I certify that at a special meeting of the Board of 
Directors of Madison Financial Corporation, held on 
April 4, 1986, the following resolutions were 
adopted: 

"BE IT RESOLVED IHAT Madison Financial Corporation 
is authorized to borrow $300,000.00 from Seth Ward. 
The loan is unsecured. The term of the loan is two 
(2) months with interest at 12%. 

It is further resolved that Madison Financial 
Corporation is authorized to borrow $70,943.47 from 
Seth Ward. The loan is unsecured and is for a term 
of two (2) months with interest payable at 12%.'* 



John M. Latham 
Secretary 


SIAIE OF ARKANSAS ) 

) ss 

COUNTY OF PULASKI ) 


ACKNOWLEDGEMENT 

On this da Y , 

1986, before me liUVoliir- ~~Cc-r.e , 

a Notary Public, commissibned and duly qualified, 
appeared In person, the within named John M. Latham 
to me personally well known, who stated that he was 
secretary of Madison Financial Corporation , and was 
fully authorized in his respective capacity to 
execute the foregoing instrument for and in the 
name and behalf of said corporation, and further 
stated and acknowledged that he had so signed, 
executed and delivered said foregoing instrument 
for the consideraton, uses and purposes therein 
mentioned and set forth. 


IN TESTIMONY WHEREOF I have hereunto set my 
and official seal this day of 

1986. 


hand 


C_Natary Public 


c. 


My Camus si on Expires f 0- f k ~~ / Z. 
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V ' *' 


rtBROWEfl-Sl 
gu£e each borrow 


rnnppRAT iu.% 

c-£7, . ;.r x r 



£2 “*• £'• w “ * * 


RKAK3A5 7ZZ1~ 

LITTLE ..wCI., * T '.;.7.f. 5 ~ 7 





AOORESS 

LENOER S NAME ANO AOORESS 


^§0ov*. jointly end severalty 

"You" means the lendor. its successors and assigns 

Renewal Ol 


^10 OJV to vou or your order. at your address listed above the 

nfiSzi I^i-L ini gma FgBTY T i^_Af:p 47/;Q - Do „., , 

(3 Single Advance: I heve received all ol ihi* principal *um Nn ■ i«l edvancei are contemplated under this noie 


Q Multiple Advance: The pr 

the e 

Condition*: The condmc 










um amount ol principal I can borrow under thia note Ai of today I have rece 
nd future principal advances era contemplated f 


3 L 


aiimuffl amount ol principal more than one time This feature is subject to all a 
19 

nazimum only one time (ana subject to ell other conditions) 


O Open End Credit: You . 

condm 

G Closed End Credit: Yoi 
PURPOSE: The purpose of this loan is 
INTEREST: I agree to pay interest on thvpnncipal balance!*) owing from time to time as stated in this section 
Q Fiaed Rate: I agree to pay interest at the fited. simple rate of ■ ■ 1 % per year 

(~~i Variable Rate: I agree to j>*y interest at the initial simple rata of * per year. Thi* rate may change at stated below 

□ Indea Rate: The future rata will be . „ , the following mdez rata. 


Q No fndet; The future rate will not be subject to any internal or asternal mdez. It will be entirely m your control. 

D Frequency and Timing: The rate on this not* may mcreeae as often as . 

An increase in the mdez will take effect . 

□ Limitations: The rate on this note will not at any time fand no matter what happens to any mdez rate used) go above or below these limns 

G Maiimvm Rate: The rate will not go above 

D Minimum Rate: The rate will not go below 

Post Maturity Rate: I agree to pay interest on the principal owing after maturity, and until paid in lull, as stated below 
G on the seme fized or variable rate basis rn elfact before maturity (as indicated above) 

Q at a rat* equal to — — 

□ AOOITIONAl CHARGES: In addmon to interest. I □ have paid □ agree to pay ihe following additional charges 


PAYMENTS: I agree to pay this note as follows 

0 Interest: I agree to pay accrued interest . 


Ml 


G Principal: I agree to pay the principal . 




G Installment*: I agree to pay this note in . 

and will be due , 

each . 


_ payments. The first payment will be 
IQ a. payment of* 


i the amount ol * .. 


_ will be due on the_ 


.thereafter The final payment of the entire unpaid baiener 


principal end interest will be due _ 


. 19- 


□ Effect of Variable Rate: An increase in the interest rate will have the following effect on th* payment* 
Q Th# amount of each scheduled payment will be increased. 

Q The amount of the final payment will be increased 
□ 


AOOITIONAL TERMS: 


Q SECURITY: This note is secured by 


Q If checked, no agreement was signed iooay securing this note 
[This section is for vour internal use It may not mcluOe every agree- 
ment or nemot collateral securing mis note You will not lose any security by 
cmminQ it tipm thu section | 


SIGNATURES: I AGREE TO THE TERMS OF THIS NOTE (INCLUDIf 
THOSE ON THE OTHER SIOE) I nave received a copy on todays Cc 


DL) UOUOUOU32 


© iii<e<N.c>tt<tT[.s ,^ c j, 
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fioRflOWEfTS NAK^fiO ADDRESS 

aac h txx> W»«t i»ntfy «nd severally. 


SETH UARD 

r,Z RIVER RIDGE HOAD 


LITTLE ROCK, ARKANSAS 7Z?.Z? 

n... H?K1L 7, 

, 9 c6 




LENOERS NAME AND ADDRESS 

1 mn AmnufM S , 000 . 00 

"You" means tho lender, us successors and assigns. 

Renewal Of 


PRINCIPAL sum ol 


, 000.00 


XU Single Advene*: I hava received ail ol this principal sum. No edditionei edvencee ere contemplated under inn note. 

C Multiple Advene*: The pnncipei aum i«own above n the maximum ernount ol pnncipei I een borrow under mn note A* ot today I nav# rtcei- 

in# amount of S endfuiur# principal advances ere contemplated. 

Condition*: The conditions for future advance* ere _ 


□ Open End Credit: You end I agree that I may borrow up to m* maximum amount of principal more than one time. This feature issubieci toal 

conditions and expiras no later than . 19 — — 

^0 Closed End Credit: You end I agr##_that|may borrow up to the maximum only one time (and sublet to all other conditions!. 

PURPOSE: The purpose ol this loan is : > ~~ V.'^S 


INTEREST: I agree to pay interest on the principal balanco(s) owing Irom n 

rQ Fixed Rata: I agree to pay interest at the luad. simple rate ol 

D Venable Rate: I agree to pay interest at tha initial simple rate ol _ 
G Index Rate: The future rate will be - 


• to time as stated in this section. 

■ ~ w ' 1 '- % per year. 

% per year. Thit rate may change as stated below. 


.the following index rata: . 


D No Index: The future rata will not bt subject to any internal or txiernal index. It will be entirely in your control. 

G Frequency and Timing: The rate on this note may increase ea often as __ 

An increase m me index will taka effect ■ — ■ -■ — - 

Q Limitations: Tha rate on this note will not at any time (and no matter what happens to any index rate used) go above or below these limits' 

G Maximum Rata: The rate will not go above 

G Minimum Rett; Tha rate will not go below 

Pott Maturity Rate: I agree to pay interest on the principal owing after maturity, and until paid in full, as stated below 
G on tha same fixed or variable rata bans m effect before maturity (as indicetod above). 

*23eta rate equal to 12. 00C 

G ADDITIONAL CHARGES: In addition to interest. I Q have paid Q agree to pay the following additional cherges 


PAYMENTS: I egret to pay this note as follows: 
G Interest: I agree to pay accrued interest 

't3 Principal: I agree to pey tha principal _ 


IM THE AMOUNT OF $5,9)7.81 ON JUNE 
I.N THE AMOUNT OF $300,000.00 ON JUkT 


G, 1996 
; , I Vo6 


G inatallmonts: I agree to pay this nota < 

and will be due 

each 


_ payments. Tho first payment will bo in the amount ol S 
1 9 A payment ol 4 will be due on the _ 


. thereeher. Tha final paymani ol the entirt unpaid batar 


principal and interest will be due - 


Q Effect of Variable Rata: An increase in the interest rata will have tha following affect on tho payments; 


G The amount ol each scheduled payment will be increased. 
G The amount of the final payment will be increased. 

Q 


ADDITIONAL TERMS: 


i 


G SECURITY: This note is secured by 


G If enecked. no agreement was signed today securing ih.s note 
(Tnis section >s lor your internal use It may not include every agree- 
ment cr item of collateral secur ,ng tn.s note You w.H not lose any security o Y 
emitting it from -.hi* section j 


C ite<e‘v'(iss>suvs "*c st clous m«. re»» u*. j/it/a* 


SIGNATURES: I AGREE TO THE TERMS OF THIS NOTE (INCLU 
THOSE ON THE OTHER SIDE). I nave received a copy cn ioc«y s 



^ UU0(J(JU(j.i3 
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SA-,;iSL:. r cl*? liiion 


pKAf.;/i- 


80RR0WER , 4nA1E and aooress 

"I" includes eachtiocrov!«r above. K»ntty end severally 


SET i. 

40 RIVE!' ,:I0GE i**.. 

little t:ck. 722.7 

LENOERS NAME ANO AOORESS 
"You" means the lender, ns successors and assigns 


Loan Number _ 

n..« A - * * I 


Maiuriiy Date 

Loan Amount S . 
Renewal 01 


I promise to pay to you. or your order, at your address listed above the 

principal sum of IH£££ HiiLH2EP LL2 ' 


03 Single Advance: I have recarved all of this principal sum No additional advances are contemplated under this note 
G Multiple Advance: The principal sum shown above is the matimum amount of principal I can borrow under this n 

the amount of * and future principal advances era contemplated 

Conditions: The condition ar* 


i As of today I have rece 


□ open End Credit: You 
condu 

EZJ Closed End Credit: Yr 
PURPOSE: The purpose of this loan i 
INTEREST: I agree to pay interest on 
CD Fisad Raia: I agree to pay ir 
O Variable Rate: I agree to pa/intarest'erma 
G Index Rate: The future rata will be _ 




aximum amount of principal more than one time. This feature is subiect to all c 

19 


maximum only one lima (and subject to all other condmonsl 

e to time as stated m this section. 
n^P % per year. 

% per year This rate may change as stated below 


_the following index rata . 


G No Index: The future rate will not be subiect to any internal or external index. It will be entirely m your control 

O Frequency and Timing: The rate on this note may increase as often es _ 

An increase in the index will taka effect - 

G Limitations: The rata on this note will not at any time (and no matter what happens loanymdax raia used) go above or below these limits 
Q Maximum Rate: The rate will not go above 

D Minimum Rate: The rate will not go below 

Post Maturity Rata: I agree to pay interest on the principal owing after maturity, and until paid in full, as stated below 
G on the same fued or variable rate basis in effect before maturity (as indicated above). 

Q at a rata equal io * ^ 


G AOOrriONAL CHARGES: In addition to interest. I D have paid D agree to pay the following additional charges 


PAYMENTS: f agree to pay this note as follows 
G Interest: 1 aorae to Dav accrued iniarasi 

r: Tr.z AfiOUIvT CF S 5 .Si 7 .fi f 

I: ' OUL'E l-Gj 


G PrinciDal: 1 sores to oav tha orineioel 

i;; the v;c :nt of ssoo.oou.:.: 

:■ 0i» 0- !f :E 5. 19E-1 . 



G Installments: I agree to pay this note in payments The first payment will be in the amount of $ 


end will bo due 1 9 ___ . A payment of S will be due on • <i» 

each ------ thereafter. The final payment of the entire unpaid balanc 

principal and interest will be due 1 9 _____ . 

G Effect of Veriable Roto: An increase m the interest rate will have the following effect on the payments' 

G Tha amount of each scheduled payment will be increased 
G The amount ol the final paymant will be increased. 

G _ 


ADDITIONAL TERMS: 


G SECURITY: This note is secured by 


G If checked, no agreement was signed today securing this note 
(This section is lor your internal use U may not include every agree- 
ment or item of collateral securing this note You will not lose any security by 
omitting it Irom this section ) 


SIGNATURES: I AGREE TO THE TERMS OF THIS NOTE (INCLUOl 
THOSE ON THE OTHER SlOE). I have received a copy on today's d 

xC. / - £ ■ 

a. 


bb 0uuuou034 
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RESOLUTION 


I certify that at a special meeting of the Board of Directors of 
iMadison Financial Corporation, held on May 1, 1986, the following 
resolution was adopted: 

"BE IT RESOLVED THAT Seth Ward has granted to Madison Financial 
Corporation an exclusive option to purchase the property described 
below at a price of $400,000. Madison Financial Corporation will 
execute this option agreement. 


All buildings and improvements thereon, situated in the 
City of Little Rock, Pulaski County, Arkansas,- to-wit: A 

tract of land located in the NE^ SW>t Section 24, T-l-S, R-12- 
W, Pulaski County, Arkansas, more particularly described as: 
Starting at an iron pin marking the intersection of the North 
right-of-way line of East 145th Street" and the West right-of- 
way line of Dineen Drive; thence" S89 44' 40” E along said 

North right-of-way line, 22. feet; thence Southeasterly and 
continuing along said North- right-of-way line, being the arc 
of a 2,915 ft. radius curve to the right having an arc 
distance of 559.07 feet; thence S78 45' 20” E and continuing 
along said North right-of-way line, 2724.44 feet to the point 
of beginning of the tract of land described herein; thence N 
11 14' 40” E and perpendicular to said North right-of-way 

line, 522.72 feet to a point; thence S78 45' 20” E and 
parallel with said North right-of-way line, 555.56 feet to a 
point; .thence S 11 14' 40" W and perpendicular to said North 

right-of-way line 522.72 feet to a point on said North right- 
of-way line; thence N78 45' 20” W along said North right-of- 

way, 555.56 feet to the point of beginning, containing 
^ 290,402.32 sq. ft. or 6.6667 acres, more or less.” 


John M. Latham 
Secretary 


STATE OF ARKANSAS ) 

) ss 

COUNTY OF PULASKI ) 

ACKNOWLEDGEMENT 

On this V ~~ day of , 1986, before me 

rMnu<"> ~~i V L; » i < ny. , a Notary Public, conmissioned and 

duly qualified, appeared in person, the within named John M. Latham to 
me personally well known, who stated that he was 
secretary of Madison Financial Corporation , and was fully authorized 
in his respective capacity to execute the foregoing instrument for and 
in the name and behalf of said corporation, and further stated and 
acknowledged that he had so signed, executed and delivered said 
foregoing instrument for the consideraton, uses and purposes therein 
mentioned and set forth. 


IN TESTIMONY WHEREOF I have hereunto set my hand and official seal 
this * Y day of VI Vr*/ , 1986. 



/— \ i ) 



(V / 1 

/, 

1 * 

, i-:v. 

Li 


^--Notary Public 


l\) UU0UUUU3 


My commission expires 


MV 1 L- 
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OPTION TO PURCHASE REAL ESTATE 


This option granted this 1st cav of May, 1986, by SITU WARD ar.c 
YVGNNt ANNA WARD , his wife (collectively "Grantor" ) , to MADISON 
FINANCIAL CORPORATION ("Optionee”), 

I 


W-I-I-N-I-S-S-E-T-K: 

1. GRANT OF OPTION. In consideration of Optionee ' s payment to 
the Grantor of One Thousand Dollars (SI, 000. 00), and other good and 
valuable consideration , the receipt and adequacy of which is hereby 
acknowledged. Grantor hereby grants to Optionee an exclusive and 
irrevocable Option to purchase the following described property 
together with all buildings and improvements thereon, situated in 
the City of Little Rock, Pualski County, Arkansas, to-vit: 

Part of Tracts 27 & 23, Holman Acres, Pulaski County, 

Arkansas . 


1 


‘O' 


S-l-063 
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2. . PURCHASE PRICE. The purchase price for the property 
hereinabove described, together with all improvements cheron, shall 
be Four Hundred Thousand Dollars ($400,000.00) . 

3. EXPIRATION DATE. This Option shall expire at 6:00 
o’clock, P.M., Central Time, on August 1, 1986. 

4. FAILURE TO EXERCISE OPTION. I: Optionee does not exercise 
this Option as herein provided, all suras paid by him hereunder shall 
be retained by the Grantor free of all claims of Optionee, and 
neither party shall have any further rights of claims against the 
other . 


5. EXERCISE Q~ OPTION . This option shall be exercised 
by Optionee's delivering to the Grantor written notice of such 
-exercise on or before the expiration date, or any extension thereof, 
or by Optionee's mailing such written notice of exercise by 
certified mail co Grantor at leas: two (2) days before the 
expiration date, or any extension therof; and such notice, if sc 
mailed, shall be deemed valid and effective whether or not it 
actually is delivered to Grantor prior to the expiration dace, or 
any extension thereof. 
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6. CLOSING 3-ECU: 3 EVENTS . In the event of Optionee’s 
exercise of this Option: 

a. Closing will occur within 30 days after the 
exercise of this Opticn, which date may be extended by 
mutual agreement; 

b. The Grantor shall deliver at closing to Optionee, 
or his nominee, a general warranty deed conveying good and 
marketable title vn fee simple tc the aforesaid premises, 
free and clear of ail liens, encumbrances and tenancies, 
except these for streets and utilities and tenancies which 
may be disclosed by Grantor to Optionee prior to the 
granting of this Option; 

c. Taxes and assessments, if any, due on or before 
the closing date shall be paid by Grantor. Taxes and 
assessments, if any, for 1985 shall be prorated as of the 
closing date; 

d. Grantor, at Grantor’s sole expense, shall furnish 
Optionee, within 30 days after exercise of the Option, a 
complete abstract certified to a current date, or at 
Grantor’s option, a commitment for an owner's title 
insurance policy convertible at closing to an owner’s policy 
issued on ALTA Form B, 1970, reflecting merchantable title 
satisfactory to Optionee’s attorney. In the event an 
abstract is furnisned and an examination of title to said 
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property shall disclose t.hat trie same is not good and 
marketable, and if tne cause of such unma rketabi li ty shall 
not be removed by Grantor prior to the date fixed for closing, 
then Grantor may exercise his option to furnish Optionee a 
policy of title insurance satisfactory to Optionee. If 
marketable title C3r.not be conveyed at closing, any monies paid 
by Optionee cn account of the purchase price cf said property, 
including any sums paid as consideration for the granting c: 
this Option, shall be refunded to Optionee; 

e. The ri s< cf loss, damage, condemnation, cr 
destruction of the premises cr improvements therecr. by 'fire, 
or otherwise, until closing shall be on Grantor; 

£. Revenue stamps to be placed cn the Deed shall be 
at the expense cf Grantor. 

7. PAVMINT Or PURCHASE PRICt . At closing. Optionee will 
pay Grantor in casn an amount equal to the purchase price set 
out in accordance wi t.n Paragraph 2 hereof. 

8. NCTTCrs . Any notices required hereunder shall be 
effective if given to the parties hereto at the following 
addresses, or such other address as either party may 
subsequently designate in writing: 

OPT1CNSI: Madison Financial Corporaticn 

1308 South Main 
Little Rock, Arkansas 72201 

GRANTOR: Seth Ward 

15th CB Mam 

Little Re c * . Arkansas 72201 
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9. ASS IGNMCNT This Option, before or after i i ; r . , r;c 

may be assigned by Optionee without the prior written consent o 
Grantor . 

GRANTOR: 



Seen Ward 


OPTIONEE : 

MAIHSCN FINANCIAL CORPORA *' I(jr! 
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ACKNOWI.hUCi’irMT 


STATE C. r ARKANSAS ) 

)SS . 

COUNTY C f PULASKI ) 


On tnis day before me. the undersigned officer. pur-;on.i 
appeared SETH WARD and YVCNME ANNA WARD, his known to 

to be the persons whose names are subscribed to the foregoi 
Option to Purchase Real Estate, and acknowledged that the/ 
executed the same for the purposes therein contained. 


WITNESS my hand and official seal this 


My Commission Expires: 
Aor-.s: 2C-, 1=92 


i j . ,! 

U, 

' Notary/ hub: ic / 
Lore thy LV U i. inner 


ACKNOWLEDGMENT 


‘STATE C" AP.XA. SAS ) 

) ss . 

COUNTY Of PULASKI ) 


Cn this day before me, the undersigned officer, persona 
appeared John Marixm = ’w?ai , known to me to be t 

person whose name is subscribed to the coregoing Option to 
Purchase Real Estate, and acknowledged that he had executed 
same for the purposes therein contained. 


WITNESS my hand and official seal this Eth day c: 
f-Sjv , 1936. 


I L!0h ( .‘ 

’Notary Public / 

My Commission ~ * z ' '<*s : CcrctMy t- Ollicer 

j - 



sw 


-063 


493 


0 PT ! C N TO PtTRCHASc REA L ESTATE 


This Option granted this 1st day of May, 1986, by SETH ward 
and YVONNE ANNA WARD, his wife (collectively “Grantor’}, to 
MADISON FINANCIAL CORPORATION (“Optionee’), 

W-I-7-N-r-E-S-E-T-H: 

1. GRANT OF OPTION . In consideration of Optionee's 

payment to the Grantor of One Thousand Dollars (51,000.00), and 

other good and valuable consideration, the receipt and adequacy 

of which is hereby acknowledged. Grantor hereby grants to 

Optionee an exclusive and irrevocable Option to Purchase the 

following described property together with all buildings and 

improvements thereon, situated in the City of Little Reck, 

Pulaski County, Arkansas, to-wit: 

A tract of land located in the NE 1/4 SV 1/4 
Section 24, T-l-S, R-12-W, Pulaski County, 

Arkansas, more particularly described as: 

Starting at an iron pin marking the 
intersection of the North right-of-way line 
of East 145th Street and the West 
right-of-way line of Dineen Drive; thence 
S3 9 * 44' 40“ E along said North right-of-way 
line, 22.75 ft.; thence Southeasterly and 
continuing along said North right-of-way 
line, being the arc of a 2,915 ft. radius 
curve to the right having an arc distance of 
559.07 ft.; thence S78“ 45' 20“E and 
continuing along said North right-of-way 
line, 2724.44 ft. to the point of beginning 
of the tract of land described herein; 
thence N 11“ 14' 40* E and perpendicular to 
said North right-of-way line, 522.72 ft. to 
a point; thence S78* 45' 20“E and parallel 


SWi 


070 


494 


with said North right-of-way line. 555.56 
ft. to a point; thence Sll* 14* 40*w and 
perpendicular to said North right-of-way 
line 522.72 ft. to a point on said North 
right-of-way line; thence N78* 45' 20* w 
along said North right-of-way. 555.56 ft. to 
the point of beginning, containing 
290,402.32 sq. ft. or 6.6667 acres more or 
less. 

2. PURCHASE PRICE . The purchase' price for the property 
hereinabove described, together with all improvements thereon, 
shall be Four Hundred Thousand Dollars (5*400,000.00). 

3 . EXPIRATION OATS . This Option shall expire at 6:00 
o’clock, P.H., Central Tine, on August 1, 19S6. 

4 . FAILURE TO EXERCISE OPTION . If Optionee dees net 
exercise this Option as herein provided, all suns paid by him 
hereunder shall be retained by the Grantor free of all claims of 
Optionee, and neither party shall have any further rights or 
clains against the other. 

5 4 EXERCISE OF OPTION . This Option shall be exercised by 
Optionee’s delivering to the Grantor written notice of such 
-.-exercise on or before the expiration date, or any extension 
thereof, or by Optionee’s mailing such written notice of 
exercise by certified mail to Grantor at least two days before 
the expiration date, or any extension thereof; and such notice, 
if so mailed, shall be deemed valid and effective whether or not 
it actually is delivered to Grantor prior to the expiration 
date, or any extension thereof. 
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6. CLOSING REGIES EXISTS . In the event of Optionee's 

exercise of this Option: 

a. Closing will occur within 30 days after the 
exercise of this Option, which date may be extended by 
mutual agreement; 

b. The Grantor shall deliver at closing to Optionee, 
or his ncminee , a general warranty deed conveying good and 
marketable title in fee simple to the aforesaid premises, 
free and clear of all liens, encumbrances and tenancies, 
except those for streets and utilities and tenancies which 
may be disclosed by Grantor to Optionee prior to the 
granting of this Option; 

c. Taxes and assessments, if any, due on or before 
the closing date shall be paid by Grantor. Taxes and 
assessments, if any, for 1936 shall be prorated as of the 
closing date; 

d. Grantor, at Grantor's sole expense, shall furnish 
Optionee, within 30 days after exercise of the Option, a 
complete abstract certified to a current date, or at 
Grantor*s option, a commitment for an owner's title 
insurance policy convertible at closing to an owner's policy 
issued on ALTA Form 8, 1970, reflecting merchantable title 
satisfactory to Optionee's attorney. In the event an 
abstract is furnished and an examination of title to said 
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property shall disclose chat the same is not good and 
marketable, and if the cause of such unmarketability shall 
not be removed by Grantor prior to the date fixed for closing, 
then Grantor may exercise his option to furnish Optionee a 
policy of title insurance satisfactory to Optionee. If 
marketable title cannot be conveyed at closing, any monies paid 
by Optionee on account of the purchase price of said property, 
including any suras paid as consideration for the granting of 
this Option, shall be refunded tc Optionee; 

e. The risk of loss, damage, condemnation, or 
destruction of the premises or improvements thereon by fire, 
or otherwise, until closing shall be on Grantor; 

f. Revenue stamps to be placed on the Deed shall be 
at the expense of Grantor. 

7. PAYMENT OP PURCHASZ PRICE . At closing. Optionee will 
pay Grantcr in cash an amount equal to the purchase price set 
out in accordance with Paragraph 2 hereof. 

8. NOTICES . Any notices required hereunder shall be 
effective if given to the parties hereto at the following 
addresses, or such other address as either party may 
subsequently designate in writing: 

OPTIONEE : Madison Financial Corporation 

1308 South Main 
Little Rock, Arkansas 72201 

GRANTCR: Seth Ward 

16th & Main 

Little Rock, Arkansas 72201 
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9. ASSIGNMENT , This Option, before or after its exercise, 
may be assigned by Optionee without the prior written consent of 
Grantor . 




Seth Ward 



OPTIONEE: 


MADISON FINANCIAL CORPORATION 


BY: 


Cl-Psj. 
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MEMO 


November 20, 1985 

TO: Seth Ward 

FROM: Jim Me Doug a 1 


I aoologite for being slow on getting you an update 

since you returned from France. 

% 

The following properties have been sold from our 
portfolio : 

1) The Levi-Strauss Building 

2) The Southwest Quadrant (Tucker Sale) 

3) The 2 acres on Scot: Hamilton Drive 

4) 9 acres. off Murray Drive 

Addi tionally , Bill Lycn will be taking 2 acres of our 
best property, probably off the Southeast Quadrant, to 
immediately begin construction of a convenience store 
and gas station. This location will be determined at 
our planning meeting tomorrow. 

Subject to approval by the ABC, Bill will place his 
brewery in the shell building, along with a tasting 
room. I have spoken with the Governor on this matter, 
and expect it will be approved. We must be very careful 
to not mention that there will a "tavern” in the 
location, as word is already out to that effect and it 
is causing us problems in the area. Bill's operation 
must be sold both to the state regulators and to the 
public as a tourist attraction. 

The sales of homes and lots are now at 5 or 6 in the 
mobile home subdivis-ion , which is very good considering 
that we are doing almost no advertising and it has 
rained on us about 70Z of the time during the past 15 
days. 

It has become obvious from talking with our first 
customers that we are giving them too much land. I 
have, therefore*, instructed Joe White to reduce the site 
of those tracts which do not front on 145th Street to a 
dimension of 100’ X 200'. 

Henry advises me that you vhad expressed some 
apprehension that we might be entering into a 'joint 
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venture with Hazen Homes. We are not! We are not 
making any loans to that entity. We are buying f.o.b. 
certain modular panels to permit the rapid assembly of 
modular-type housing at Maple Creek. I must advise you, 
in the very strictest confidence, thaq it is our 
intention to ultimately produce these modules ourselves 
in our own factory. Pat Harris has visited with the 
executive secretary of the Manufactured Housing 
Association and he is sending a man to visit with us 
this week, who is experienced in the startup aspects of 
this type of operation. I have studied this concept for 
15 years and always believed it to be the most practical 
way to build houses. It is ray hope that since you are 
the only indus tr ialis t among us, that you will be in on 
all these meetings and make work for me what is a long- 
held and determined ambition. 

Additionally, we will wish to stick-build a higher 
quality home. We have signed up with the Scholz Homes 
people to have access to their plans # and packages. 
These homes should be built for our own ’account under 
the direction of an experienced, quality home builder. 
You suggested you know such a person. I would recommend 
that you get with me and Vernon within the shortest time 
possible. 


JM/ss 
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MEMORANDUM 


H 

O 

Hi 1 lary 

Rodham Clinton 

FROM: 

Richard 

T. Donovan 

DATE: 

January 

3, 1986 

RE: 

Madison 

Guaranty Savings & Loan — “Wet“/“Dry 


I. TSSUE PRESENTED 

Given the location of the proposed site for the new brewery 
is the area "wet* or “dry?* 


IX. CONCLUSION 

The proposed location for the brewery is within the old 
Union Township which was voted “dry“ in 1953 . Even though Union 
Township is no longer in existence and was incorporated into the 
larger Big Rock Township, the geographic area that was the old 
Union Township would probably retain its “dry* status. 
Moreover, the results of the election, as certified by the 
Election Commiss ioners and compiled in an order by the Pulaski 
County Court Judge, is on record with the County Clerk and in 
compliance with Arkansas* local option law. Ark. Stat. Ann. 
§ 48-809. 
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III . INVESTIGATION 

The first part of the investigation involved the search of 
the County Court Clerk's records. The County Court Clerk 
maintains a ’local option" file in which the results of various 
local option elections, as certified to by Election 
Commissioners, and compiled by an order of the County Court 
Judge are kept as per Ark. Stat. Ann. § 48-809. Investigation 
revealed that the County Court Clerk does have an order from the 
County Court Judge regarding the old Union Township local option 
election of 1953. The order states that upon the certificate of 
the Pulaski County Election Board Commissioners the ’dry’ vote 
won with 19 3 votes as opposed to 99 ’wet’ votes. It is 
interesting, but probably unirapo rtant, that the order was 
executed September 13, 1953, hut filed in 1958. 

The other part of the investigation involved interviews with 
officers of the Alcoholic Beverage Control Board. In a meeting 
with Don Bennett, Counsel for the Alcoholic Beverage Control 
Board, he indicated to me that the location of the proposed 
brewery was within the old Union Township and that the Alcoholic 
Beverage Control Board considered this portion of Pulaski County 
to be "dry." I was furnished with a map of the old Union 
Township, a copy of which is attached hereto. Mr. Bennett 
admitted that Union Township no longer exists as a political 
entity and was incorporated into the larger Big Rock Township. 
However, he pointed to two Arkansas Supreme Court decisions to 
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support his position that the area was "dry" — Denniston v. 
Riddle , 210 Ark. 1039 , 199 S.w.2d 308 (1947) and Carter v. 

Reamy , 232 Ark. 211, 335 S.w.2d 298 ( 1960). These cases held 

that if a given geographic area pursuant to a local option 
election votes "dry" that entire region remains "dry" and any 
local option elections of smaller parcels within that larger 
geographic entity are void and will not affect the larger 
geographic entity’s "dry* status. This proposition could be 
used to refute an argument that precincts within the old Union 
Township have had subsequent local option elections and those 
precincts voted "wet," although I am unaware of any such 
elections. However, this does not address the issue of what is 
the effect of a local option election result for a political 
entity or township that no longer exists. 

IV. WHAT IS THE EFFECT OF A LOCAL OPTION ELECTION RESULT FOR A 

TOWNSHIP WHICH NO LONGER EXISTS? 

There ace no Arkansas cases which directly speak to this 
issue, but my research reveals that the majority of 

jurisdictions which have faced this issue hold that the 
geographic/political entity which voted pursuant to a local 
option election does not lose its "wet" or "dry" status when 
that geographic/political entity is dissolved and/or 
incorporated into another entity. 

Only one case holds the opposite. In village of American 
Falls v. West , 26 Idaho 301. 142 ?. 42 (1914). the Idaho Supreme 
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Court held that where a new county is created from a territory 
which was formerly comprised of "dry“ counties, and also a 

territory that was formerly part of a “wet" county, and there is 
no legislative provision as to whether the new county shall be a 
"wet* or "dry* county, until a local option election is held, 
the entire newly created county becomes “wet . “ 

As stated above, the majority of the cases hold otherwise. 
The rationale of those cases is that the change in voting 

districts, precincts or townships should not affect the valid 
choice of .the people in a previous local option election. In 
Wilkins v. State , 75 Fla. 483 , 78 So. 533 ( 19 18), the Florida 

Supreme Court held that where an election has been held to 
determine whether the sale of intoxicating liquors will be 
prohibited in any county, -the status established by that vote of 
the people attaches to that geographic territory, and, if 

subsequently, a new precinct is created from part of that "dry“ 
territory and part of a “wet“ territory, the territory which was 
formerly "dry* remains “dry“ and the territory which was 
formerly “wet“ remains "wet* until changed by a new local option 
election. In accordance with this decision, see Palmer v. 

Liauor Control Commission , 77 111. App.3d 725, 396 N.E.2d 325 

(1979); Talley r. Benson , 96 S.W.2d 94 (Tx. 1936); Blanchard v. 
Gauthier , 184 So. 2d 531 (La. 1966); and Canton v. Imperial 

Bowling Lanes , Inc . , 16 Ohio St. 2d 47, 242 N.E.2d 566 (1968). 
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A more favorable case is a Mississippi case, Jackson 
Municipal Airoort Authority v. State . 196 So. 2d 884 (Miss. 
1967). In that case, the airport was located in a "dry county, 
but was incorporated into a "wet* municipality pursuant to a 
statute authorizing a municipality to annex wholly-owned airport 
facilities and apply all laws and ordinances to the annexed 
airport territory. The Mississippi Supreme Court held that the 
annexed airport would become "wet." It should be noted the 
distinguishing feature in this case is the presence of a statute 
expressly calling for the application of all of the 
municipality’s laws and ordinances to the annexed territory. 


V. THE UNION TOWNSHIP LOCAL OPTION ELECTION RESULT IS ON RECORD 
WITH THE PULASKI COUNTY CLERK CONSISTENT WITH ARXANSAS * 
LOCAL OPTION ACT 

Ark. Stat. Ann. § 4 8-809‘ p rov ides : 

If it shall be found that a majority of the 
legal votes cast at any election herein 
provided for were given for or against the 
sale, barter or loan of spirituous, vinous or 
malt liquors in the county, bity, town, 
district or precinct, it shall be the duty of 
the canvassing board to certify that fact, 
which certificate shall be delivered to the 
clerk of the county court, and by him safely 
kept until the next regular terra of the 
_ county court, at which term the judge thereof 

shall have the same spread on the record of 
his court and said entry of the certificate 
in the record or a certified copy thereof, 
shall be or ima facie evidence in any or all 
proceedings under this Act. 
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As mentioned above, this statute has been complied with in 
that the County Court Judge entered on record the Certificate of 
the Pulaski County Board of Election Commissioners stating the 
-dry" vote was in the Majority in the Union Township local 
option election. Thus, one cannot argue that because of the 
absence of the election results in the County Clerk’s records, 
the results of the elections are void and unenforceable. 


VI. CONCLUSION 

To conclude, counsel for the Alcoholic Beverage Control 
Board considers the proposed location of the brewery to be 
within the boundaries of the old Union Township which voted 
"dry" in a 1955 local option election and, therefore, despite 
the fact old Union Township has beer, incorporated into Big Rock 
Township, that geographic area remains "dry" until another local 
option is held which would encompass the old Union Township or a 
larger geographic entity. The certified election results of the 
old Union Township are on file with the County Court Clerk in 
compliance with Arkansas* local option act and this cannot be 
used to attack the validity of the election. 

It would seem the only chance for successfully building the 
brewery would be to convince the ABC the site is not within the 
old Union Township or convince the ABC and ultimately the courts 
that Arkansas should adopt the minority position that when "wet" 
and 'dry* areas are joined, the resulting entity becomes ail 
"wet." 
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MEMO 


TO: Becky Arnold 

FROM: Rick Donovan £ 75 

RE: Madison Guaranty S t L / I.D.C. 

DATE: January 16, 1986 

Becky, we represent a client who would like to build a 
beer brewery in an area which the Alcoholic Beverage Control 
Board contends is "dry". They contend it is dry because the 
area is located in what use to be the Old Union Township 
south of the river in Pulaski County. We know that in 1953 
a "wet/dry" election was held in Old Union Township and the 
Township voted "dry". 

However, since then Pulaski County has been divided into 
two townships. Big Reck - south of the river and Hill - 
north of the river. I need for you or for someone to go to 
the County Court Clerk's office and look through their 
microfilm of county court records from 1953 until the present 
time and try to locate the record of the County Court's 
action in dissolving, merging, or rezoning the Old Union 
Township . 

If you find an entry that is remotely relevant, please 
make a note or obtain copies if possible. As discussed if 
you do not have time to do this please delegate to another 
paralegal. I would like the search done before the end of 
the week if possible. 
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M£MO 


Hillary Clinton 
FR CM: Rick Donovan 

a£: Madison Guaranty v. ICC 

"Wet/Dry" Issue 
DATE: January 23, 1986 


This memo is a followup to the previous memo on the 
same issue addressing some of the concerns raised during our 
last conference. 

I. WHAT WAS THE LEGAL ACTION TAKEN TO DISSOLVE 
THE UN I ON TOWNSHIP 


After a search of the County Court records it was 
discovered that on February 29, I960 the Pulaski County 
Court Judge ordered that all of the eight townships south of 
the Arkansas River in Pulaski County, including Union Township, 
be ' consolidated into one township to be known as Big Rock 
Township. This order was made upon the petition of the 
Pulaski County Election Commission. A copy of that petition 
and order are attached hereto. This action was taken pursuant 
to Ark. Stat. Ann. 518-101 which gives County Courts the 
authority to divide the county into convenient townships, 
subdivide townships already established and alter township 
lines. County Courts have the full power over formation of 
townships within their respective counties including the 
power to abolish townships already formed. Caldwell v. 

Board of Election Commissioners, 236 Ark. 719* ^6d S.W.2d 85 
U“96 3) . 

In 1977 with the passage of Amendment 55 of the Arkansas 
Constitution which, established the Quorum Court system 
control over the County Court, Ark. Stat. Ann S 18-101 was 
repealed and replaced with Ark. Stat. Ann S 17-3401 which 
gives the power to the Quorum Court to rearrange and/or 
abolish townships. 

II. WHAT IS THE EFFECT OF DISSOLUTION OF A 
TOWNSHIP ON A " WET/ DRY ,r ELECTION RESULT 

I have conducted additional research on this issue and 
on the issue of the effect of dissolution of townships 
generally. My conclusion remains the same that the overwhelming 
majority of cases hold that the consolidation, dissolution 
or merger of a given political entity which had voted "wet 
or dry" pursuant to a local option election retains its "wet 
or dry" status even though it is incorporated into a "wet" 
political/geographic entity. 
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February 

TO: 

FROM: 

It looks 
opinion 

JM/ss 
At t 


MEMO 


7 , 1986 

Jim Guy Tucker 
Jim McDougal 

like our township is dry. Attached is a legal 
Seth got from his attorney. 
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MEMORANDUM 


TO: Hillary Clinton 

FROM: Rick Donovan 

DATE: February 17, 1986 

RE: Madison Guaranty Savings & Loan/IDC 0000090 


I. FACTS 

Madison Guaranty Savings i Loan Association ("Madison 

Guaranty") purchased property ("IDC Development") own.'d by the 
Industrial Development Company of Little Rock ("IDC") . 

Industrial Services Company ("ISC"), a wholly owned subsidiary 
of IDC, furnished sewer and water service to a number of patrons 
who obtained their title directly or indirectly through the IDC 
chain of title. These patrons can be considered "residents" of 
the IDC Development. Madison Guaranty purchased ISC's sewer and 
water service and continues to furnish those services to various 
patrons within the IDC Development. 

Madison Guaranty/IDC would like to sell water to a business 

outside _ the ID C Dev elopment and _ al so_ to_ another real estate . 

development, Maple Creek. 

II. QUESTION PRESENTED 

Is or should Madison Guaranty/IDC become a public utility 
and what is the effect of that characterization and can Madison 
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Guaranty/IDC sell water to a business outside the IDC 
Development and to another real estate development. Maple Creek? 

III. CONCLUSION 

Madison Guaranty/IDC is a public utility and as such is 
governed by various state laws and regulations. However, for 
purposes of the jurisdiction of the Arkansas Public Service 
Commission ("PSC"), Madison Guaranty/IDC would have to either 
submit itself to the jurisdiction of the PSC through a 
declaratory judgment action before the PSC or await PSC scrutiny 
in the event a patron complains to the PSC regarding rates 
charged or services rendered by Madison Guaranty/IDC. Many 

small water and sewage companies such as Madison Guaranty/IDC 
never become regulated by the PSC as "public utilities" even 

though they fall within the statutory definition. 

Even if Madison Guaranty/IDC does not submit . itself to or 

become regulated by the PSC, it is required to obtain licenses 
and permits from the Arkansas Board of Health and the Arkansas 
Pollution Control System. 

Assuming an expansion of water and sewer services to 
customers outside the IDC Development does not impede or impair 
services to present patrons, Madison Guaranty/IDC is free to 
extend its services beyond the IDC Development. 


- 2 - 
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IV. DISCUSSION 

A. MADISON GUARANTY/ I DC APPEARS TO BE A PUBLIC UTILITY . 

One question raised is whether or not Madison Guaranty/IDC 
should become a public utility and what the effect of such a 
characterization would be. Under the common law and the 
Arkansas Legislature's statutory definition of a "public 
utility," Madison Guaranty/IDC, by its operation of the 
waterworks and sewer plant at the IDC Development, would appear 
to be a "public utility." 

Generally speaking, a public utility has been described as a 
business organization which regularly supplies the public with 
some commodity or service such as electricity, gas, water, 
transportation, or telephone or telegraph service. 73B C.J.S. 
Public Utilities $ 2, A well recognized test of whether an 
entity is a public utility is whether or not that entity holds 
itself out, expressly or impliedly, as engaged in the business 
of supplying a product or service to the public, as a class, or 
to any limited portion of it, as distinguished from holding 
itself out as serving or ready to serve only particular 
individuals. Natural Gas Service Co. v. SERV-YU Cooperative , 70 
Ariz. 235, 219 P.2d 324 (1950). 

The Arkansas Legislature has statutorily defined a "public 
utility" for purposes of state regulation of public utilities by 
the PSC. Ark. Stat. Ann. $ 73- 201 Cd) (2) (Repl. 1973) provides: 
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The term "public utility," when used in 
this Act, includes persons and corporations, 
or their lessees, trustees, and receivers, 
now or hereafter owning or operating in this 
state, equipment or facilities for: 

(2) Diverting, developing, pumping, 
impounding, distributing, or furnishing water 
to, or for, the public for compensation. 


(7) Maintaining a sewage collection 
system and/or a sewage treatment plant, 
intercepting sewers, outfall sewers, force 
mains, pumping stations, ejector stations, 
and other appurtenances necessary or useful 
for the collection and/or treatment, 
purification and disposal of the liquid and 
solid waste, sewage, night soil and 
industrial waste. Provided, nothing in this 
paragraph shall be construed to include 
sewerage facilities and equipment of cities 
and towns in the definiton of public utility. 

It is a fact question whether Madison Guaranty/IDC meets the 
statutory definition of a "public utility" and falls within the 
common law definition of a "public utility." From the facts 
presented, it would appear Madison Guaranty/IDC meets these 
definitions. It is irrelevant to the question of whether 
Madison Guaranty/IDC is a "public utility" that it has not 
submitted itself to the regulatory jurisdiction of the state or 
that the state has not yet assumed control and jurisdiction or 
has failed to or refused to assume such control over the 
.corporation. Wisconsin Tract Co. v. Green Bay Canal Co. , 188 
Wis. 54, 205 N.W. 551 (1925). Similarly, the fact that the 
conduct of the enterprise in the past has been considered by the 
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enterprise and the patrons as a purely private contract is not 
conclusive on the issue of whether or not the entity is a 
"public utility." Eaole Bus Lines v. Illinois Commerce 

Commission , 3 111. 2d 66, 119 N.E.2d 915 (1954). Given the 

determination that Madison Guaranty/IDC is a "public utility" 

for purposes of supplying water and sewer to the various 
residents of the real estate development, the next question is 
what is the effect of being a "public utility." 

B. WHAT IS THE EFFECT OF BEING A PUBLIC UTILITY ? 

The first effect of being a "public utility" is that the 
utility comes within the jurisdiction of the PSC. As mentioned 
above, it would appear Madison Guaranty/IDC meets the statutory 
definition of a "public utility" for purposes of PSC 

jurisdiction. However, I had a telephone conversation with a 
member of the PSC legal staff to determine, as a matter of 
practice, whether Madison Guaranty/IDC comes within the PSC's 
jurisdiction. I was informed that there are many private, 
non-f ranchised companies providing water and sewage facilities 
to residents of unincorporated real estate developments who are 
not regulated by the PSC. I was informed that these providing 
companies rarely come to the attention of the PSC unless a 
patron lodges a formal complaint to the PSC regarding rates 
charged or services rendered. At that point, the PSC makes an 
initial factual determination as to whether the providng company 
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is a "public utility" subject to the PSC's jurisdiction. The 
only other way the providing company becomes a "public utility" 
for purposes of P SC jurisdiction is to bring a declaratory 
judgment action before the PSC for such a determination. The 
PSC legal staff could not recall such a small providing company 
bringing such an action because of the costs involved and 
because those companies would not readily submit themselves to 
perceived burdensome regulation. For the purposes of this memo, 
assuming Madison Guaranty/IDC becomes a "public utility" 
regulated by the PSC, the following requirements must be met. 

The first requirement entails regulation of rate making. 
Ark. Stat. Ann. S 73-204 requires that the rates of "public 
utilities" be reasonable and: 

(b) Every public utility shall furnish, 
provide and maintain such acequate and 
efficient service instrumentalities, 
equipment and facilities and shall promote 
the safety, health, comfort, requirements and 
convenience of its patrons, employees and the 
public. 

All rates must be billed in accordance with PSC schedules. 
Ark. Stat. Ann. 5 73-205.1. Violation of this billing 
requirement can result in a civil sanction- of $1,000.00. 
Moreover, each instance of violation shall constitute a separate 
violation. Provided, however, that in the case of a continued 
violation, each day's continuance shall not be deemed a separate 
violation. Ark. Stat. Ann. 5 73-205.2 (Supp. 1985). All rates 
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must be based on the reading of meters and al) bills and 
statements must show the number of units charged for with an 
accompanying monetary sanction for violation of up to S50.00. 
Ark. Stat. Ann. S 73-212 (Repl. 1957). It is also illegal for a 
public utility to charge a disconnection fee with an 

accompanying monetary sanction for violation of up to $50.00. 
Ark. Stat. Ann. S S 73-204.1, 73-204.3 (Repl. 1957). 

In addition, if the IDC Development ever became franchised 

as a municipality, the utility would be subject to purchase by 

the municipality. Ark. Stat. Ann. § 73-245 provides: 

Any municipality shall have the power, 
subject to provisions of this act, to acquire 
by purchase or otherwise, or construct and 
operate a public utility plant and equipment, 
or any part thereof, for the production, 



transmission, 
public service 

delivery or 

furnishing 

of any 



If 

the utility and 

the municipality cannot 

reach a 

dec i 

sion 

as to 

what is "just 

compensation" 

for the 

purchase 

of 

the 

utility 

, it will be determined by 

the ?SC. 

Ark. Stat. 

Ann. 


S 73-247. 

While many small water/sewer providers to unincorporated 
residential developments never become regulated by the PSC, 
there exists a certain danger in not complying with the above 
outlined requirements. Civil sanctions can be imposed by the 
PSC in the event of a formal complaint filed by a patron 
followed by a PSC determination that the offending company is a 
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"public utility." On the other hand, costs saved by 
non-regulation may make the risks palatable. 

Regardless of whether Madison Guaranty/IDC is a "public 
utility" for purposes of the PSC outlined above, Madison 
Guaranty/IDC is required to obtain licenses and permits from the 
Arkansas Board of Health and the Arkansas Pollution Control 
Commission in order to operate the water and sewer treatment 
facilities . 

C. MADISON GUARANTY / I CC IS REQUIRED TO OBTAIN A 
WATER-WORKS OPERATOR’S LICENSE FROM THE ARKANSAS STATS BOARD OF 
HEALTH . 


Regardless of whether or not Madison Guaranty/IDC is 
considered a "public utility" for purposes of regulation by the 
PSC, it is required to obtain a water-works operator’s license 
from the Arkansas State Boaro of Health in order to avoid 


possible criminal penalties. 


Ark. Stat. Ann. § 71-1701 provides: 

In order to safeguard the public health, all 
operators of municipal public water-supplies 
from which water is sold, distributed, or 
otherwise offered for human consumption, 

whether such water supplies be publicly or 
privately owned and operated, shall be duly 
licensed and certified as competent by the 
Arkansas State Board of Health under 

provisions of this Act (SS 71-1701 - 71-1713) 
and under such rules and regulations' as' said 
Board may adopt under the provisions of this 
Act. 

The Act defines an "operator" as: 


RLF2 02939 


-6 


105C r 


522 


Any person who, during the performance of his 
regular duties, exercises individual judgment 
by which either directly or indirectly the 
safety, quality and quantity of water 
delivered from the water supply system might 
be affected. Ark. Stat. Ann. $ 71-1702. 

Although the statute states that such a water-works 

operator's license is required of a municipal water-works, 

telephone conversations with the Arkansas State Board of Health 

reveal that it would consider the Madison Guaranty/IDC water 

works which delivers water to the residents of a real estate 

development to be within the purview of Ark. Stat. Ann. 

S 71-1701. The Act also provides certain penalties for 

violation of the Act. As stated at Ark. Stat. Ann. S 71-1712: 

As soon as this Act becomes a law, it shall 
be unlawful for any person, municipality, 
political subdivision, corporation, or any 
authority that furnishes water for domestic 
consumption to operate any type of water 
system unless the operator in charge is duly 
licensed and certified competent by the 
Arkansas State Board of Health, and it shall 
be unlawful for any person to perform the 
duties of such an operator without being duly 
licensed or to falsely represent himself as a 
licensed operator. 

The Act provides for penalties of $10 to S100 and up to 30 
days in the County Jail for violations. 

D. MADISON GUARANTY/IDC IS REQUIRED TO OBTAIN A WASTE 
WATER TREATMENT PERMIT. 


In addition to the water-works operator's license, the state 
would also require Madison Guaranty/IDC to obtain a waste water 
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treatment permit if the sewage system results in the discr.arge 
into any waters of the state. Ark. Stat. Ann. S 82-1908 
provides : 

It shall be unlawful for any person to 
engage in any of the following acts without 
first having obtained a written permit from 
the Commission: 

(a) To construct, install, modify or 
operate any disposal system or any part 
thereof or any extension or addition thereto 
that will discharge into any waters of the 
state. 


Ark. Stat. Ann. S 82-1902 defines "disposal system" as: 

A system for disposing of sewage, industrial 
wastes, and other wastes including sewer 
systems and treatment works. "Sewer system" 
means pipelines, conduits, pumping stations 
and all other constructions, devices, and 
applicances appurtenant thereto, used for 
conducting sewage, industrial wastes or other 
wastes. "Treatment works" means any plant, 
disposal field, lagoon, dam, pumping station, 
constructed drainage ditch or surface water 
intercepting ditch, incinerator, area devoted 
to sanitary landfills, or other works not 
specifically mentioned herein, installed for 
the purpose of treating, stabilizing or 
disposing of sewage, industrial waste, or 
other wastes. 


The 

sewage 

state. 


question is 
system results 
From conversa 


whether or not the Madison Guaranty/IDC 
in the discharge into any waters of the 
tions with the Arkansas Pollution Control 


Commission,., invariably most disposal systems 


result in discharge 


into the waters of the 


state . 


However, this must be determined 


before Madison Guaranty/IDC 


becomes requited to obtain the 


permit described above. 
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Ark. S tat. Ann. 5 82-1983 provides for the obtaining of 
licenses from the Arkansas Pollution Control Commission under 
the rules and regulations of that Commission for the operation 
of a sewage disposal system. 

E. MADISON GUARANTY/ I DC MAY EXTEND WATER AND SEWAGE 
SERVICES TO COMPANIES OR RESIDENCES OUTSIDE THE DEVELOPMENT . 

Even if Madison Guaranty/IDC would be considered a "public 
utility” for purposes of PSC jurisdiction and for other common 
law purposes, it can extend its services to other residences or 
businesses. A public utility may enter into contracts when 
reasonable and when not shown to have any tendency to injure the 
public it is now servicing. Twin Citv Co. v. Hardino Glass Co. , 
283 U.S. 353, 51 S.Ct. 476, 75 L.Ed. 1112 (1931). This assumes 
the other potential patrons are not within a municipality which 
has given a franchise to another water-works operator. In 
discussions with the PSC legal staff, I was informed such an 
extension of services is normal and expected among PSC regulated 
water-works utilities and requires no prior commission approval 
unless a patron lodges a formal complaint that the extension of 
services resulted in diminished services to existing patrons. 

V. SUMMARY 

To summarize, Madison Guaranty/IDC, in all likelihood, meets 
the statutory and common law definition of a "public utility." 
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However, many small providing companies such as Madison 
Cuaranty/IDC are never regulated by the PSC. In order to incur 
the PSC*s active regulation, Madison Guaranty/IDC would bring a 
declaratory judgment action before the PSC. Otherwise, the PSC 
would never become aware of Madison Guaranty/IDC unless a patron 
lodged a formal complaint. PSC jurisdiction would entail 
substantial regulation particularly regarding rate making. The 
risk of non-compliance with PSC regulations is civil sanctions. 

Notwithstanding PSC jurisdiction, Madison Guaranty/IDC is 
required to obtain licenses and permits from the State Board of 
Health and the Pollution Control Commission. 

Finally, Madison Guaranty/IDC may extend its services to 
patrons outside the IDC Development assuming the new patrons are 
not within a municipality and such extension does not adversely 
affect service to existing patrons. 
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highly CONFIDENTIAL 


MEMORANDUM 


TO : 
FROM: 
DA'TE : 
RE : 


Hillary Clinton 

-Rick Donovan.... . 


March 4, 1986 

Madison Guaranty Savings and Loan/IDC 


I. QPESTIffl PRSSEKTES 


th ‘ 


Guaranty/ IDC? 


Does the fact that Madison Guaranty/IDC' s potential water 
customers are within the Little Fock :crporate city limits preclude 


xtension of services tjo those customers by Madison 


II. CQPCLgSIQP 


lerely because the potential water customers are within ^thp 
f le Rock corporate city limits does not preclude extension 

:er services by Madison Guaranty/IDC to those potential 

stombrs. 
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HIGHLY CONFIDENTIAL 

extension of services to those customers. The concern was that the 
Cit^of Little Rock Water Works would have the exclusive right 
extfend water services to patrons within the corporate city limits 
Fir^t— o f all if sho uld bp pointed cut that there jg r> 

stitute or municipal ordinance which grants the City of Little Roc): 

Wat er Works such an exclusive right. Nor is there any case lavr 


wh:ch /would establish an exclusive 
conmdn law precludes the munieipa 
exclusive right . 

In researching this issue, I 
with the }.egal staff of the Publ 
wan Informed by the legal staff c 
quest rqn^addr eased herein, that * 


"a 


of 


firs 
ic S 


ater 


right. On the contrary/\the 
ity from enforcing such \ar. 

: had a telephone conversation 
srvice Commission ("PSC") . I 


f ths PSC, when presented w 


utilities in Arkansas > 



located territories" such as electricity and natural gas. Thus 
according to the PSC staff, there is no such thing as "exclusive 
te^rit^ry* tor a water utility an’d 'water ' utilities die -f^e to 
er services where they choose, 
i then had a telephone conversation with a manager at 
Lipble Rock Water Works. He informed me that persons within the 
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HIGHLY CONFIDENTIAL 


and transmission lines, and it is then up to the individual 
prcjperty owner to install distribution lines to "tie in" to ci,n 
watjerl This can be done several different ways, but the us)4a 1 
medhod r s - for a euted i vi s*cn to . form a warpr imnrnvpment 


The 

imp 

the 

stai 


City of Little Rock Water Works would work closely with the 
rovement district to see that city water is made available tc 


subdivision. • Th« 
te that they dir 


discourage p 
companies from providing water t 
that people will not be getting 
As a general common law rule 
to enact and enforce ordinance 
eve ryot^wi thin the city limits t 
if 


The Little Rock Water Works spokespersonNdic 
riva:e real estate development 
D it * patrons because of the fear 
:he oest service available. 

a municipality has no authority 
s which are designed to compel 
o use municipally-supplied water. 


and when available, and to prevent absolutely the repair, 
eration, improvement, or operation of a privately owned wates 
That is not to say tnat a municipality cannot ustK.it ' r 
] ic/e powers to protect the health and safety of its citizens\to 
proEibit the sale of water which is dangerous to the public healths 
JUR. 2d WATER WORKS AND WATER COMPANIES S Thus, in Midway 
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HIGHLY CONFIDENTIAL 

In fact, it is a general common law rule that a municipality 
it be compelled to extend its water to an entirely 
^/ision within its territorial limits, absent any arbitrary ofr: 

^ onduot on th e p a rt of — rhe city JR AM JTTR 2d^wATE^ 

AND WATER COMPANY § 21. Thus, in Crownhill Homes. Inc, v 



San Antonio , 433 S.W.2d 448 (Texas Civil Appeals, 1968), the Texa 3 


appellate court rejected the p 


plaintiff real estate developer' 3 
argument that the City of San Artonio be compelled to supply city 


water to newly built subdivision 


for supplying water to the subdfivis 
wa :er system. 


witiiin the corporate city limits. 


It was up to the real estate dev slop* ir to find alternative methods 




Lon through a privately owned 


To summarize, merely because the potential Madison Guaranty/ ID 
iper /CtXstomers are within tne Little kocJc corporate City— i-ijnits 
Majii^on Guaranty/IDC is not precluded from extending its wite|r 
services to those potential patrons. Not only is there no st. 
tute or city ordinance which would preclude s / uch an extension of 
sGuaranty/IDC' s water services, but the 'cOmujon general 

nance 
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WORK PRODUCT 

TMmMR TAXES PAID BY THE CLINTONS AS REPORTED OK THE IRS 1040 
FORM FOR T HE YEAR INDICATED 


YEAR 

AMOUNT 

1979 

$59,388 

1980 

$17,580 

1981 

$25,866 

1982 

$21,497 

1983 

$30,196 

1984 

$22,053 

1985 

$18,791 

1986 

$30,535 

1987 

$38,038 

1988 

$38,520 

1989 

$37,883 

1990 

$50,932 

1991 

$48,608 

1992 

$70,228 

TOTAL 

$510,115’ 


'FIGURE CITED OH PAGE 489 OF THE FINAL REPORT. 
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WORK PRODUCT 

SUPPORTING DOCUMENTS FOR INTEREST PAYMENTS CLAIMED BY THE CLINTONS 


ON THE IRS 

1040 FORM AS 

CITED ON PAGE 482 AND 483 OF THE FINAL 

REPORT 



YEAR 

AMOUNT 

SOURCE 

1978 

$10,131 

1978 1040 TAX RETURN-DKRT900698 FOR 
INTEREST PAID TO GREAT SOUTHERN LAND 
CO. 

1979 

$11,753 

1979 1040 TAX RETURN-DKRT8 00001 

CONSISTING OF $9,353 FOR INTEREST 
PAID TO CITIZENS BANK, AND $2400 
DEPOSITED IN THE WWDC ACCOUNT AT 
UNION BANK 

1980 

$13,350 

1980 1040 TAX RETURN-DKRT800103 

CONSISTING OF $9,000 PAID TO 
JIM McDOUGAL AND $4,350 PAID TO 
CITIZENS BANK 

1984 

$2,811 

1984 1040 TAX RETURN-DKRT 11000018 

FOR INTEREST PAID TO SECURITY BANK 

1985 

$2,322 

1985 1040 TAX RETURN-133-00004534 

FOR INTEREST PAID TO SECURITY BANK 

1986 

$1,636 

1986 1040 TAX RETURN-133-00004700 

FOR INTEREST PAID TO SECURITY BANK 

1987 

$2,561 

1987 1040 TAX RETURN-133-00004897 

FOR INTEREST PAID TO SECURITY BANK 

1988 

$1,474 

1988 1040 TAX RETURN-133-00005228 

FOR INTEREST PAID TO SECURITY BANK 
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WORK PRODUCT 


1979-1992 ACCUMULATED TAX LOSSES OF WWDC FROM THE IRS 1120-A FORM 

ACCORDING TO DOCUMENT NUMBER 133-00000158, THE WWDC 1120-A IRS FORM 
FOR THE PERIOD ENDING MAY 31, 1992, THE ACCUMULATED LOSS, AS 
REPORTED ON LINE 29, WAS $115,589. THIS AMOUNT IS CITED ON PAGE 
489 OF THE FINAL REPORT. 
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Hon. Alionse M. D’Amato. Chairman 
Special Committee to Investigate 
Whitewater and Related Matters 
Senate Banking Committee 
5 34 Dirksen Senate Office Building 
Washington. D C. 10510-60": 

Hon. Paul S. Sarbanes. Ranking Member 
Special Committee to Investigate 
Whitewater and Related Matters 
Senate Banking Commitiee 
534 Dirksen Senate Office Bunding 
Washington. D C. 30510-60": 

Dear Chairman D’Amato and Senator Sarbanes: 

During my testimony on Januar/ 13. 1996. I was asked about a voucher, a copy of 
which is attacned. I was asked 'Now. this is a Rose Law Firm voucher: am I rignt?" and I ' 
answered "That's correct.’ (Tr. at LOS) Now that I have had the time to review this 
document. I beiieve that answer was incorrect. 


I had not seen this document prior to it being shown to me during my testimony 
Though I did not recall it as a document produced by Rose Law Firm to the Committee or 
to any of tne ct.ner investigators. I .r. correct:;/ .cent died tr.e .cucr.e: as a Rose Law Firm 
document because the words "Rose Law Firm’ appear at the bottom of the document and 
because the question suggested "this is a Rose Law Firm voucher’. After reviewing the 
document further, it appears that the voucher actually was photocopied while laying on too 
of a Rose Law Firm invoice, thus creating a single paper with the voucher on top naif and 
an incomplete copy of the Rose Law Firm invoice on the bottom half of the page. I have 
consulted with our accounting department, andj am told that we did not use documents 
like this :n 1985-1986 fas we do not today). Further, tne face of the document savs 'Rose 


534 


Hon. Alfonse M. D’Amato 
Hon. Paul S. Sarbanes 
Page 2 

January 31. 1996 


Law Firm - 1/86 Billing', which is the type of entry one would expect by the client and not 
by the firm. 

Our counsel’s conversations with the Committee's staff indicate that this document 
was produced to the Committee by the RTC. 1 believe this document :s not from the Rose 
Law Firm but instead probably is an internal document from Madison Guaranty or Madison 
Financial. 

I am reviewing the transcript of mv testimony to make any corrections that are 
necessary. However, because this was a significant issue during my testimony, l felt it 
important to bring this correction to the Committee's attention immediately. 

Respectfully. 


Ronald M. Clark 



Attachment 

cc: Alden L. Atkins 
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PAGE 2 

7TH STORY of Level 1 printed in FULL format . 

Copyright 1996 Reuters, Limited 
Reuters World Service 

May 29, 1996, Wednesday, BC cycle 


LENGTH; 212 words 

HEADLINE; Whitewater juror says Clinton was "magnificent" 

DATELINE: LITTLE ROCK, Ark, May 29 
BODY: 

A juror in the Whitewater trial said on Tuesday that President Bill Clinton 
was "magnificent" in his videotaped testimony and that the guilty verdicts 
against Clinton's former business partners were based on overwhelming 
documentary evidence. 

Colin Capp said he and the other jury members were persuaded that Clinton had 
nothing to do with any of the illegal loans at the heart of the case, and that 
they did not believe the testimony of star prosecution witness David Hale. 

"President Clinton was magnificent in his presentation. He cleared up a lot 
of things for us. He just added to the lack of credibility that we had for David 
Hale," Capp told Reuters late on Tuesday. 

He said the jurors considered Hale "an unmitigated liar." 

The jury earlier on Tuesday returned a string of guilty verdicts against 
James and Susan McDougal, who were Clinton's partners in the failed Whitewater 
real estate venture. James Mcdougal was convicted on 18 of 19 counts, his former 
wife on all four against her. 

Arkansas Gov. Jim Guy Tucker was also found guilty on two of seven counts of 
fraud for his role in an alleged $3 million conspiracy to defraud two federally 
insured financial institutions. Tucker resigned hours after the verdict came in. 
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Jurors Say Clinton Testimony 
Was Credible, but Incidental 


By STEPHEN LABATON 


LITTLE ROCK, Ark.. May 29 - 
When. they finally began their delib- 
erations on May 16, after absorbing 
three.months of tortuous testimony 
and hundreds of documents about an 
interlocking chain/of complicated fl- 
, nandaj deals, some of the jurors in 
‘ the criminal utal of the. Whitewater 
partners " James ' B:.' and "Susan 
McDougal discussed the testimony 
of President Clinton for a few brief 
moments. 

It was the only time they talked- 
about Mr. Clinton’s two-and-a-half 
hours of videotaped deposition, and 
, most of- the jurors whq have decided 
to speak publicly felt that the Presi- 
dent’s words were credible and that 
he raised questions about the truth- 
fulness of the Government's mam 
witness, David Hale. 

But the jurors also saw Mr. Clin- 
ton’s testimony as peripheral and 
hardly bothered to consider it fur- 
ther. Some jurors discounted Mr. 
Hale entirely while others believed in 
significant portions of his testimony, 
but ail agreed that they would not 
rely on any one witness when it came 
to deciding the fate of the McDougais 
and Gov. Jim Guy Tucker of Arkan- 
sas. Instead, jurors said, they relied 
on their unusually large volume of 
notes about the "00 exhibits and the 
testimony of -witnesses other than 
Mr. Hale and the President. 


The jurors said that Whitewater 
prosecutors had presented so much 
evidence aside from Mr. Hale’s testi- 
mony that they had no choice but to 
convict the defendants on virtually 
all of the., charges. And one of. the- 
jurors said that if Mrc McDougal had 
sat silently rather than: insisting on 
taking.the stand, against the advice 
of defense lawyers, there would have 
been more acquiccals and far fewer 
convictions. “1 would have shot Jim 
McDougal if I had been one of the 
other defendants,” said the juror, 
Colin C. Capp. 

A three^hour interview with Mr. 
Capp, a 51-year-old car salesman 
from Little Rock and the son of Al 
Capp, the cartoonist who created L’il 
Abner, and accounts provided by five 
other jurors showed that the nine 


Continued on Page D21, Column 1 


Whitewater’s Future 
A day after the Arkansas verdicts, 
there was disagreement in Washing- 
ton over whether the Presidential 
race would be affected. Bob Dole 
declined substantive comment on the 
verdict. But there was no shortage of 
predictions that the issue would re- 
ceive more scrutiny before the elec- 
tion. News Analysis, page D21. 
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Jurors View 
Testimony 
By President 
As Incidental 


Continued From Page AJ 


women and three men who sat in 
judgment were an unusually tightly 
knit group, even though they were 
never sequestered. 

Each morning they began their 
deliberation with a prayer for divine 
inspiration, and most afternoons, 
they ended with a prayer of thanks 
that they had survived another in- 
tense day They cast themselves in 
the roles of the defendants and other 
witnesses, acting out the scenes that 
were described in the 21-count indict- 
ment to test whether they were be- 
lievable. 

They also took turns at an easel in 
the tiny jury room, drawing dia- 
grams to illustrate their theories 
about the participation of the defend- 
ants and witnesses in the dealings 
that prosecutors say sank Madison 
Guarantee Savings and Loan Associ- 
ation. the financial institution that 
f he McDougals ran and Mrs. Clinton 
briefly represented as a lawyer be- 
fore regulators appointed by her hus- 
hand. then Governor of Arkansas. 

To pass the hours of seeming inter- 
minable delay during the trial, the 
jurors played spades. And through 
most of the trial, they set up a kitty, 
each kicking in S2 a week, for ice for 
their soft drinks and candy to help 
them keep awake during the hours of 
dull testimony. 

But for all the nation's interest in 
the trial, which was the result of Mr 
Clinton's participation in the case, 
the jurors said they paid almost no 
attention to the President because he 
had provided virtually no illumina- 
tion on the underlying charges of 
fraud and conspiracy against the 
McDougals and Governor Tucker 

Mr. Capp called the President's 
testimony •magnificent.'' He said 
that he and other jurors had come to 
believe "that David Hale perjured 
himself" when he testified 

Mr. Hale, the Government's main 
witness, had told the jurors that he 
was asked hv Mr Clinton lu issue a 
ttnn.nim federally hacked loan Dur- 
iii.i’ the trial. .111 .igeiii m the Fedei.il 
i 1 1 r * • : 1 1 1 n! 1 5iv 1 1 gal ion t ■ nfic-d i.'i.ii 

:t :••• . : h. i V \ 


Mi Clinton, c .tiled ;n the >;uiul In- 
die deton-e :n .m attempt to ■under- 
mine Mr Hale n ^vedshilnv. .-,ud m 
videotaped lesimumv that ho never 
discussed unv business with Mi- 
Hale. who on Friday :s scheduled :o 
hei»in serving a 28-month sentence 
for two felonies to which he has 
pleaded guilty 

But the jury foreman, Sandra 
Wood, said that the President's testi- 
mony. 'cast little light on the issues" 
in the trial, although she added that 
she and other jurors had come to 
believe Mr. Clinton when he said he 
had no knowledge of the senes of 
loans that the jurors ultimately 
found to be fraudulent. 

And the jurors said they did not 
intend by their verdict to send any 
kind of political message 

"Our verdict was absolutely not 
meant to be any kind of statement on 
the President, and it is demeaning to 
us to think that it was 3t ail political- 
ly motivated." said Tracy H Plea- 
sants. a 30-vear-old hospital -worker 
from Conway. Of the defendants, she 
said: "We fought really hard for 
their liberty. We were defeated by 
the evidence." 

In fact, Mr. Capp was downright 
critical of the prosecution. He said 
that he ultimately believed that the 
Whitewater independent counsel. 
Kenneth W. Starr, had been motivat- 
ed by politics and that he had been 
offended that Mr. Starr "appeared to 
be too busy with his private practice 
to ever bother to show up at the 
trial." 

Mr. Capp, who said he was a regis- 
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tered .n dependent who had voted for 
Mr Clinton :n 1992. criticized the 
chief Whitewater prosecutor in the 
case. W .Rav Jahn. saying he was 
unnecessarily disrespectful in his 
cross-examinatiun of the President, 
and called another prosecutor. Jack- 
ie Bennett, a schoolyard builv ” 

••Ken Starr wanted to do some- 
thing to embarrass the Slate 01 Ar- 
kansas.” Mr. Capo continued. “He 
couldn’t get the President, so he did 
the next best thing and got the Gov- 
ernor And David Hale invoked the 
President’s name for one reason: to 
save his butt. Xe all thought that 
wav'" 

None of the other jurors who were 
interviewed were as critical of the 
prosecutor, and all agreed that they 
had ignored the politics surrounding 
the case. Rather, they said they had 


A verdict that was 
not intended to he a 


political message. 


reached their verdicts after a cool 
analysis of the testimony, of the 
checks and promissory notes and 
multiple bank accounts and shell 
companies that demonstrated that 
the McDougals and Mr. Tucker had 
committed fraud. 

’One of the instructions we got 
from the judge was that we shouldn't 
leave our common sense at the door 
when we got in the jury room,” Mr. 
Capp said. ’*We didn’t” 

The jurors were drawn from many 
walks of life, and included two 
nurses, a public school teacher, a 
factory worker, a payroll official 
from a state agency, a switchboard 
operator, a painter at a local lumber 
yard and a retired teletypist. 

Judging by their first votes, it 
looked like a consensus among the 
jurors might prove elusive. On four 
successive votes on May 16, they 
deadlocked 6 to 6 about whether Ms. 
Wood or Mr. Capp should be their 
leader. Ultimately, Ms. Pleasants 
said, they flipped a coin and Ms. 
Wood, a 28-year-old nurse from Rus- 
sellville. prevailed. 

But in a sign that the jurors were 
willing to work closely together. Ms. 
Wood immediately invited Mr. Capp 
to sit with her at the head of the 
table, as a kind of informal co-head 
of the jury, to help lead the jury 
through their deliberations. 

Mr. Capp accepted the invitation 


and. describing Inmsell as j natural 
salesman, said he talked more than 
most ol the othe.r jurors, expounding 
on his views on business and the 
diflerence between legitimate deals 
and fraudulent ones js the jurors 
•.vent through each element ot each 
otfense 

Following the order of the verdict 
sheets they were given by the judge. 
George Howard Jr ol (he Federal 
District Court here, the jurors de- 
cided to first consider the litharges 
against Mr McDougal and i hen turn 
to the -l counts against his iormei 
wife, Susan, and the 7 counts against 
Mr Tucker 

Bui hy May 20 they were contused 
about the charges and overwhelmed 
hv their notes and exhibits. Calling 
fur help, they asked for an index ot 
exhibits and a list of ihe charges 

Once each juror was given a cony 
of the .ndictment. ;hey proceeded to 
examine ‘ho lesser munis .igauisi 
Mr Mi Doiiu.il. and hv the middle ol 
,.iv; we.-, ■•udrd Mill mmo •urnili -. 


conspiracy count. They found him 
guilty of 13 of the 19 counts 

Mr Capp said that Mr McDou- 
gal’s two days of rambling and con- 
tentious testimony helped convince 
the panel that he could not be be- 
lieved. ”1 thought McDougal killed 
himself and hurt the others.” he said 
•‘There would have been different 
verdicts all around if McDougal had 
kept his mouth shut. They should 
have just put Clinton on and rested.” 

They also had a relatively easy 
time with Mrs. McDougal. Mr. Capp 
said, finding her guilty of four felo- 
nies associated with the same loan 
that Mr. Hale had said Mr. Clinton 
had solicited. 

Turmrfg to Governor Tucker, the 
jury struggled. By Friday, the day 
before the Memorial Day weekend, 
the jurors had agreed to convict Mr. 
Tucker on one mail fraud count and 
acquit him on most of the other 
charges. But they were deadlocked. 
9-to-3. in favor of the biggest count 
against the Governor, alleging con- , 
spiracy. Mr. Capp said he was one of \ 
the holdouts. 

They left ‘exhausted for the week- | 
end. with some under the mistaken 
impression that there wuuid be a j 
mistrial on all the counts unless they 
were able to reach agreement on the 
final count against Mr. Tucker. 

Shortly alter noon on Tuesday. tac. , 
last holdouts turned, and the jurors 
announced that they had convicted 
Mr. Tucker for conspiracy as well as | 
mail fraud, making him the first 
Arkansas Governor in history to be 
convicted of a felony 
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A? J5362 rn arnr- AR- Whitewater Trial-Jurors. 1st Ld-Writ 05-23 3 38p 

Juror Says There Is No Evidence That Clinton A( Fault in 
Whitewater 

EDS: CORRECTS spelling of Riggs to Brings throughout 

dlkkfonstff 

By DAVID A. LIEB 

Associated Press Writer 

LITTLE ROCK (AP) - Jurors couldn't have heard from a bigger 
witness, but in the jury room they largely ignored what President 
Clinton had to say during the Whitewater trial. 

The jurors also said there was no evidence presented at the 
13-week trial to suggest Clinton had anything to do with the fraud 
and conspiracy charges brought against Gov. Jim Guy Tucker and 
James and Susan McDougal. 

Juror Risa Gayle Briggs said she and fellow panelists hinged 
their guilty verdicts on the piles of documents presented by 
prosecutors and the supporting testimony of 32 prosecution 
witnesses. 

But Briggs said jurors gave little credence to the testimony of 
former Banker David Hale, pumped by prosecutors as their chief 
witness. 

Asked after the trial if there was evidence suggesting the need 
for futher Whitewater investigations into Clinton, Briggs said: 

"No. I don't think there is enough evidence.' 1 

But Briggs said she has a 3-inch-thick binder, plus two legaJ 
notepads, full of evidence that Clinton’s business parters, the 
McDougals, and his succussor as Arkansas governor, Tucker, were 
guilty of benefiting from nearly S3 million in fraudulent loans 
from two federally backed banks, including the McDougals 1 Madison 
Guaranty Saving and Loan. 

“There was a lot evidence, a lot of testimony, 1 ' Briggs, 41, 
told The Associated Press. 

"There were so many witnesses presented and called, we were 
able to use all the other witnesses," Briggs added. "We didn't 
need to use David Hale’s testimony." 

Hale testified for nine days, saying he expected Clinton to 
benefit from a S300.000 loan made to Susan McDougal and to help pay 
it back. The loan was never repaid. 

Hale claimed two years ago that President Clinton pressured him 
to make the loan to Mrs. McDougal, a claim Clinton denied during 
videotaped testimony played for jurors May 9. 

"I didn't believe a thing Hale said," said Earnest Williams 
Jr., an alternate juror. “To me the president rcallv didn't have 
anything to do with this . Hale didn’t prove a thing to me " 
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Added Briggs: "President Clinton is a very credible, witness, 
but his testimony didn’t really relate to the transactions we were 
dealing with.** 

Briggs said jurors went methodically through each of the 30 
indictments, deciding the fate first of McDougal, then Mrs 
McDougal and finally of Tucker. 

"We stood united through the whole time," Briggs said "We 
went through each count and each defendant separately - we never 
waivered." 

Williams, who was not in the room while jurors deliberated, said 
he would have made a similar decision. 

"I wasn't too surprised. I knew Jim McDougal would gee it," 
Williams said. "When they (the defense attorneys) closed too quick 
and put him on the stand, that messed him up." 

Williams said the guilty verdicts against Tucker were a tougher 
call. 

’T was kind of in limbo. I was a little surprised by that,” he 
said. 

At times the stress and pressure of the trial got ro jurors, 
said Briggs, who had a tear on her face Friday after a morning of 
tough deliberations. 

Tm just real emotional. Trying to decide the fate of three 
lives, to me, that’s a hard thing to do,” Briggs said. 
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Tbit trsaaeript bM *a% jrwi ko oh a ah a rt istcui 
rldaotapa ud eaaaoi ter tbt mason. bo 
Mntrt—d u ta uessm at fpmfcsrs asd spaBtef* 
(JFSO 

ABC NEWS NiaHXLZNZ#m7 Atr Pete: May S3, IMS 

McDouffal* Tucker Guilty in 
Arkancaa Trial 

ANNOUNCER 

1SDI &QWBL [odaaMrJ Yertlaa an ta ca t&a 
Wbitewtt«r trfaL J2a HeDeug&l. guflSy of IS tf 19 chats—; 
stuta MoQouialt iteKy of til fixur sauatoj Arkansas 
mradf Jla 09 Twte, oftwo of m«n ebos«a. 

Pro* BILL CLINTON: Tha jury had daddod. I was 
oaStmd to cbm tateftnony. X did tbit, «adftr me, lt*s ttaa. 
to go back to trade. , 

JOCSPS XMGfi'JCVA/’iptf. AsrthiPm&ni'tibiii 
s awsoh mm disturbing day than tha WWta Emua lets 
cq ct tela p*rto f - 

JDB&TSWABT: Tha pesribillty ltd mattes that tea 
or tea 7>H Lady ocull &c= charfca rKTolHaf 

from tola . 

T3SD ZDVTSLi /betexcarj Tonight, bad n*wi ter tea 

daftndwta could ba im w-sroo ^ollskal avw* ter tea 
praddsat. 

ANNOUNCES; lids ia ABC Nan NIgWino. Bsporttog 
Area Wa shingto n, Tad JtoppaL 
TE3S07?Eti Plate ucvorntehadtrctetelikaiy to bsm 
avaa abate supply than waidhir* to WuJdttgtefl to tha 
&ast day cr sc. After mors thaa a track cf dalibawfckn, a 
Jtsry in Uttla Bach, Artemi — end tea tenp a n aa often 
Jury will bo Jdniaj 04 la inst a tew minutes — tea joy 
tend acne frinda and teraar taaiiass pizteew of Bill 
and Hillary C&itofi ^s£Hy of a amber of telooUa nl&fiSa* 
to teo s xmflo d W hi te wate r i flgfr . That dearly la not good 
nswa ftr tea PfsidBit, who had been taping teas 
Wytowmtar would dUippstr u a ampslga lama tbit 
yew, StCli tea White House and ite narejat : wfll bo 
foAtas overtime ta wariaca tea atm&y that what 
happened in little Bade today should ba of no ca&aaqpanca 
whatsoever to PraaUaot Clinton. 

If yvuSrs «o» vcaierod what la must by tea phrtaa 
putting a spin on tea turns, teafa an sxanpla cf it, hot bo, 
too, on tea otfaar A da of tea lsna, ia what Newt Gtogrfehd 
ipchssman oSbnd u rt niMwnt this afternoon, “At 
firdft PAL today * add Tony KUaity iapfj, “tea eatv-op 
began to unravel." Somawhtra batwsaa Hr. iHinlifre 
nradletiact cf deft* 1 * and tea studied „wai4,*1lnwt*> tVm 
White HoB&a has this report from Nlgbtfina coT T Mpon daat 
DsvoMtraah. 

Cay. JXM GUY TUCKER* Although 1 know I am 
L onoceal of t£ durgea made, 1 must accept teo 
verdict of tha jtuy while j appeal. 

DAYS MARAflfT: [vetes-ouv] Todays blggatt 

toia od ja ta IcaortxiLtStlonocbaaArharobMaArkanaaa 
gnvtumor Jta Guy TuGwr. Within homo cfeoavidten on 
just two of tea una ocoota again at hlzn, Tuern 


rtjtxjnod bio afloo. 

JIM bUDOUGAZ^ I*Ja a Ettio brt nrpriaod, but 1 
don't have any hod ft aU ngi toward thhij&ry. 

DAVU MARA 9Ki Coolo+otmr] Jim MaDouc&j, tho 
temar prapriatcr of tea boated Modkon SariAg* tad 
Loan, wa» almdy a rained man. After today's 
qqcv i cti o n oa 19 <d Id criminal counts, ha stood with his 
lawyer, 3 azn F e»nr fq>9], pUddly fhriny « 94 

yiaratnkdcil priacn. 

J2M McDOtKQAL: This didn't tom cut exactly tea 

way Site and I wanted it to, but I uU ftwa tha «vt 

what tbia jny and tela judga did I woold 
fair, end I aor Tpc tetL 

DAYS MASASS: fcdt+ow! If McDoagal acorptsd 
tb* vssdiec, tea ft«a«r wtto Saam. tworicted on all tour 
coante &s bar peb ia an lHaga) 1300,000 loan, did not. 
Bo bby hfcDa adal ftptj wu bar ateornty. 

SORBY aCeDAPOHL: Sha um aot appnrra of It. 
Sha dkagraca with 11 Sha raap— ta tea cyaccn, but 
tea syatam to not atanaya parted, aha aaintaina bar 

iaaacsoos, 

SAVE MARARIT? /bo ie+n*r) Thaw axs tuggaatems 
tea datendasta aay ippaal today's vardkt, bet liw 
rmfSwnr Jonadum Bwlay la dlsmiaabr* of tb«*r 
ehancas. 

JONATHAN TCRLEYJ Tha oddi d this conviction 
batoy ovortnnad <a appaai ora aeatwhara batwacn 
uro and nfl. I Jsaan, you had a grate jury, a very good 
judgi. aid all tha yajtiu tgm a protty iWr trial. 

DAVE MAHAS3: CvoU*<u€r] And tea wlxwan? to 
littla Book, tha proaaeatsr who triad tha oaso, W. Bay 
Yawn/v?;. 

W. RAY YAWN; If* alaa, it gbsa you s warm 
featfng whan tea jury aceapbi your laUrprotilhm of 
Bona ofthaavidanoa. 

SAVE MABASC; /vote* -owr./ And In Waaningtcn, 
Yawn's boas, iptdal prosacutor Ksnnath Starr, was 
teaming. 

HENSEXS PTA&H: Tot tea jurors to sat arida 
whatovsr may ba happaaing to tha public domain, 
and to ay sa best they con to do fhrir duty, this 
roily ii i vtodiculan of a jus doe sjatexa that 
oltisiataly dapmdl upon what tha jurors tennaofc* 
dascribad m integrity. 

DAVE XABASE: [nic+wvl Joaaph Me nave, 

Mgtnalf a terser a pad mi pro-ester, um SUrr nawly 

MSSPII Di GENOVA Wall, teaxWi juit ibiehtaly no 
quaatkoa that tha Clin tana 1 fcws parts arm, tha Jim mad 
Susan KeDougaJ (titJ, wars convicted of multiple 
fslonlfis to this e&sa, and that gives Wbdtairsta now a 
credibility, tea imvaatlgatton of WhUawstv. a crodlWHty 
and a vtbrane# 2 nd a nhfarth w&ish miles It bird &r is 
to g o away aayt lma aeon. 

HEWNETM STARR Whtt now? Wb nums fbrwsrt. 
DAVS SSARAf'B: What's next far Starr? A trial in 

torso weela of bantam ccouad cf giving lBigtl blip to 

G« Tomer Bm Clin ton's 1M0 mln^ion camp sign, but 
Mvorol Washinston lawyers racist an svea bigger 
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«tas ta hu—rtgwttag tha Pmirf e nt might be timing 
Sum U«Dou«U tnta a wttxim &r tbi fSOAMUttoo. 
JONATHAN TUHJ-BY: Tbcnl no quflCton tho first 
4 iU would go to 8a earn UaDoug*!. fl w 'eutu a tub* k a 
vu 7 tovtoca aattor to b* c cflaam pla tm g to n i gh t, and 
that* what aba's joins to b* dotng. fliwtu y*ar* la * 
pcnitaariacy, rrcn if Ton do half of It, ia a long d aa» 
ttM- 

JUflS PH DiGENOVA: Sbf a a much younger panes, 
with ouch aura of bar hfa ahaad of htr, and uma of 
tha itedera about hap raisttonahipe with the veriooa 
p«cplM fAcJ ia thla ease* ia taraa of tba ah* waa 
turned an, would make hsr, perhaps, a much more 
Llkaiyproepeet to pro*acatora t* want to alt down and 
talk to, and hamoe* aha to mat* vulnerable, ebell bo 
sum bollavaUa, 

DAVXMARA0S: fbotoowueriSuim JfoDougslmey b* 
tha marctoao name iw»i ytwrttal witnesses to tha 

White House to worry about, but -Ta S ts wer t , tha 
author of a renal book critical of tha CU&to&a 1 
Whi taw star oaritarsiADoa, eaj* 
one 9 T»W^ tto* say be « people 
who** names who hswe not even boon identified ta part 
of this isroadforitt, other pmwntial dwfculaaia, 
paterstisi witnesses who, having teen the remits ia this 
o am, will h« irmiHnp Independent counsel mw and 
saying, "Let's talk." 

DAY* MAlUgg: Cmk+oov] President Ghotoa. the 
men who may ba paUttaaUy aa wall as kftHj beast by 
today** development*, cheat to ftxus Ida only reaction 
on tha plight of these oa&vtcsed. 

Ppm* BZLL CLINTON; Aa I Mid, to ne, it's noid 
of a persona) thing today, I'm vary may far them 
personally. 

DAYS MABAiTH; Tha Pa*md*at «u 

aakad about hla testimony, countering corrupt banker 
David Hak, who said Cl i nto n pmsad to tha low to 
Soman Mc Pongal . 

BX70STSR: Didths j uror* not behave you? 

Pr*a. SILL CLINTON: Ob, you ought to ask thorn 
that, I doubt that. Z doubt that that*! wfaat wm* going 
on, but yw ought to aak them. I don't know. 

ZXAYS MARAfBi CvcU* oo*r) And Ftrrt Lady HE 017 
Rodham fllnton, aakad tonight tor bar reaction, 
dariinad to fivo osa to rwporttra. 

Con ca nun] Aamj tba llWy Acta of today** 
•wrdicta, ajar* attontloa to th> final ripest a f S*a*tar 
Alton* D'Amato'i Whitowatar and mewed 

energy fbx tha tpeoial proMcafcar*u criminal 
Investigations, Including, aaya a souro* dona to Storria 
offle* cootinoinji doaa tout on tha PratidnfU and Tint 
La dy, r m Dr y* JUrojh tbrNlghtlkw*, to Washington. 
USD ZOP7SL: Later In tha program, m ba ta 

•anatora Alfea** D*Aaato and Chria Dodd, bat first, whoa 
wa ooma back, tha quttttaa of vehx* eonvtocsd tha Jarara 
and how PnatcUat C Untoa 1 ! toattmony plsy*d. W*T1 talk to 
th« fonopemoa of th* jary in amonant, 
iOm nerdal hrxnk] 

TIED ZOPFSL J o i ning a* now JJv* ftom KaaaallviEa, 


i Arkansas, tha fbnpaxwon of tha Wbltfvitop trial jtny, 
Body wood. 

Ida. Wood, ana the paopla who war# ouwictad by you 
and yovr (sBaagua today ban baaa nry roapeetfol of tha 
July. Svaryoaa sacs# to think that this wu 4a 
extraordinary Jury. You took a long time, eight day*. What 
♦wt mo loaf? 

SANDY WOOD, WHIewstor Jury y o w pw n ot t w* 
vary, my csnfaHy casridvrod *11 tha aridsnos, aod w* 
had a lot of cvxdtae* to eocaidar. W* took to* cridoan and 
dt*aeot*d it, and lookad at it fan muhipto angtoi, and 
triad ta make ran that tha pmusiot bad, tmM, 
pnnwd its cbm beyond a T***o o*hl a donba and that w* 
would all ba ooafbrtable with tbs dactsimn that wt wen 


HD XOPPEL: You most haw known, *v«a m you wtn 
amsidaring tha particular* of this oaao, that tha wfaola 
oountzy, tiuM, tha whola world wu watching what vu 
going on thane b o cmi aa *om*tttlg xuiprvoadantod, non or 
laaa aapr»e a d a n t e d , had h t p pa fta d, in that tha Praddaut of 
tha Unltod at* to* taatldad by vidaetape. You may have 
heard him answer a r e pui torii ua«tio» W fer o, wn«n he 
eaid— a rtporter said, “Doaa this maafl that tha Jui 7 didn't 
b*Urr« y**7* and tha Piwridani eaid. "I don't think thati 
what it ooaant, but you'll hav* to ask tha Jury. - Okay, Pa 
ukisg. 

SANDY WOOD: Okay. Y*«, I did W that And no, ths^i 
not whet that meant. Tha Prwldoctfr crudMUtywia aam 
an Uses, and tt— IV* boon aakad that all aftomoen, do** 
thfa moan you baUtotod tha yrwddsnt and not Darid Hal* 7 
AM it doaanV mean that at all. On aam* of th* Lsaass, w* 
war* able to taka p*rta of both to*tc®any and uae it. Tho 
Prtaidtnl didn't always shad a lot of light On tha individual 
transaction* that w* w*r* looking *L Wa w*r» looking at 
*om« ttoeoUa of ran* pretty ooapltx tranaacstofij, and ha 
just— 

*iXD XOPPXL Now, toa Praaidonb— 

SAN DY WOOD : —hi Just didn't hava knowlodgo of thaw, 
TSD KOFEEL; -well, either didst hova knowledge or, 
aom* would say, ha gay# some ratha? lawytriy mpenew, 
and what thsy asuslly maen by that ia ba wu wry earefiii. 
oculd not ba accuead of not having spoken tha truth, but 
■aid thing* in each a way that it wu sort of a my narrow 
answer. Did you h*v* that hum of it as all? 

SANDY WOOD: Oh, waQ, no, sir, 1 rosily didn't com* 
cwty ftom it with that. I just Alt lilc* ha wu talHag as, to 
ths bait of hla k nawlsdga. what be knew. 

TED XOPPEL: Do yon understand why it was that th* 
datims* called him In th* first plica? I main, apptnatiy, 
youVo — youV* tailing ta* it didn't— tha Piuttdsnt** 
toetimemy didn't play much of a rola one way or tha other. 
SANDY WOOD: That'*— that's what I'm tolling you, and 
no, 1 don't really h«v* a Mnso as to— to what hie purpoeo 
wu to ba, other than to cut a bad light on David Hal*. 
TSD KOFPEXri Ae yov wwra raudetoring the ▼artitot, and 
when you wsz* ail ba ginn i n g to talk together for tha drxe 
time, did th* aubjnet of tba larger rtaifleatlou of this 
ctory com* up at all? Za othsr word*, did tnyuna aver rmiig 
what all of u* cm the out aide tra eMw Hn y an A talking 
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and gteng to be tufting about to ni g h t aka. aamebr. 
» U?u« / tho poattcal impact of Uu TThiteeracer 

t**?XHdtfc»t mn *uteriatoy®«<ilsaiiitoiis7 
’ANDY WOOD; N* Wo— wa laft til «f the politic 
ittaid. <rf tha dtiiberadcn room. Wa w« charged with a 
Tfftiy oosipkn cksrfa. to jo m than and cqvn do g 

tedieexaoat*. and aa wa loe mad afl of a nr energy and 
prrtcy mock just pi*— bad tuner 1 vision and locked ai 
gtut vo seated to leak at to «*ma op with thoaw— thoee 
indictments. 

JSS? SOFFEl-; Asd aka it fieafly eaaa down, thus, to 
tha var<4is?> no real argames* *be«*it? 
flANDY WOOD* So. No. Wa— »•— wa oostmu+d to 
dtomr* t fca grld acae until everyone teft ooggtoabla. * 
Ttaa SOTTSLi Us. Wood, th an k you very mu, iadaad. - 
I— X raally do spyre ckta yoetf nesting to 
aANQYWOOD: Tca'n T^ipamo. ILmk ycu. 

T5SO SOPTSXi Wl3Ba ww coma back, m b« jotead by 
t*n*Mra Alltas# D'Ammso and Chha Bond {$UJ, 

{Comfzxr aial hr akJ 

UtD XSCP72ZL: JctaJag us aew fran cur affiliate, WXNH 
in Saw Uavca, Ccacscticui, Smate? Chin Sodd U 
du*£ra«n cf tha D«*aaeratio Nation*! Committee aad a 
rrc m hyp at tho fi«wte tpwtel oejneattea on Whl tm e ntcr. X 
ISV7 SuaM®* Dodd* my brain aaid Seastov Dodd, ay nxsmh 
Mid Cfarfa Send- X Ojieiogk^ 

See CBBJSTCPEEa XSODD, ©L Choirasa, 
Democrats NattoaslCeaiafttee'. liatti all right. 

T 3 SD KC&P 7 ZU Senator Atfixuo XPAaiSte ia tha rkairmen 
of that Sonata committee and also the soxhateaaa of tho 
Dole campaign. Ha Joins ns fresa oar Now York atadio. 

Senator ET-Amato, whew dow^- lot m«i frntof * 3 , he a* 
good aa my word to you. You told tss, whoa you and X 
epoho on the phono be&ra, yon do not want to engage is a 
pfiltiian fwrt cf dihats oa this prograa tasdghe, and that** 
parted Baa, boesuso X here queatica* ftr you acd I have 
qveetices fbr Sanatc? Dodd, and S dent think It oeeda to 
tufa into a debate. Sot where do** your cntrunitSao so 
na*t? 

3«u- ALSfQN^S iy AMATO, CEO, Chairman, Senate 
Wtoterratea' Ce®ffijiG**i Well, w*- we're jetog to 
cgnfcUuw, Ted, m weVa fo d fatia d aad agreed, aa affiaaept to 
g?t all of tha wlr&aaOM time rra pOMfbiy e*a hofera tha 
eacpcrofiion data of June 14th. end 2ft sse be dear about 
that David Hal* has bcaa cubpoasaed by tha canakted. 
Ha ?X1 r^ected coming bsftra the ceeanittee through Me 
attorney, Uuhcattag that ha weald pkad tha Fifth 
Ata£dd2X®.!Jt. Now, ps&i&d? hsTl leoanelder. Wa think it*® 
Important that the caamlttee end t&s Argsdsaa p«opk gat 
the &aS*» but Ww act saing to aiUr our court*. Our 
pledge iff to gtt dime by June 14th, that is, th» pubhe pest 
of it, 2 nd to euke cur ropert on the Uih. Sat Z think, 
drarly, the Jury lias ipctoin and I think it deayaotraiaa 
th« csstauiSBffM of the Whitseyaiar tragedy , and^— 

T2D SOPPSLi Tali raa vrhit yau thtak— tsll m« wtist 
you think that jury raid today, other than that Su*an 
MoDeugal, Jama* McDmi^J, and Oovcesoc Tucks? are 
gu*y of Mcnias, WhAt— what, bsycsd that, Its* the jury 
add tedeyf 


Oes. ALTONEH XTaHATD: WoU, they ware aids to go 
throsfis • Tory oamplcs mrtttr. tad it *m camp lea, *nd 
admittedly 10, end sot a omthinfl that** «nt*ruicinT, end 
deUrxntna that thia uvisg* and loefl ^periled — tha 
TAadkon. Guaranty Strings and Loan — operated by 
McDottgel, wa* uaad aa a dispenser of asilllona of doflin of 
taspayura* mcoay to a — a group of fHtndi and political 
laaiden, and than there really la whstanc? ta the 
Whitewater urtartlgtticn, as opp«ed— 

TtDKOPPZL: At.jw- 

Soo. iJLTONSS D*AMATO: -to it bedss chaiknged. aa 
it ha*, as being jtm a parti tan, without any eubetaxue. 
AMIthinktlmJll^haS—hsvoertoiaJy d*mooffbnar*d that 
it— t ha t tida l* ml. 

TSD ZJQVTTZU The jury, quit* clearly — and— and we 
Jut? heard from Ms. Wood, tha fl a e pa rion — who vary 
plainly stated that thay spare not laying txgrthiag beyond 
tH* partkuier caee, hreodw *a it related to these particular 
deftadaot*. Do yon think that this somitaw isyi 
e^aething sore, as fbr as tha Fmidaat and tha Hitt Lad; 

SL ALTOXSZ XyAHATOi No. ! think what it do** 
deraonatrate, though. Tad, quits dearly, ia that there vu 
WTCAgdotiiB, It wa *wbo«*niijd. We ere chorgod, oor 
oaaattto*, with the reaponsihOity of getting as many cf 
ths frteta as v* cam We are not ordinal pwaemitcrs, that** 
op to the rpecial counsaL bat this woo oet mm of 
partisan, oo Kirf a ri pdltioal edewuterf . And wVr* ptdng to 
attempt to frnish OUT hearing (a a thorough, cuznpredaaiv* 
manner, getting tho fkete. We're ao«— Wre nee there far 
entertainment purpoeoe. It may not have bean spine* 
dhlBi&g or riveting, but I thick we have conducted 
ourMlve* In a thmsugh. and a oamprehepajr* andih a Qtlr 
asaa s r^ mtdth atfo whet wa*Pe going to dm We— 

TDD SCPPIXt Senstxr, lab— let me just turn to Senator 
Dodd now fbr a moment. This— this dscrly has not bean a 
jcod day far the White Hoose. 'Hist doeaaft mean that 
there la any rpeciOc lndtresee that can be drawn, but at 
lawrt ia smi &f terra stem*, not ths best day thsyVs bad 
frrawhia. 

Seru chmftl’Qyiiiaa DODD: Well, X wouldat dkapr*e 
with that. Qbr laaaly , aU nowe la muiciMg the caanegtloa 
hare, but X think it*i Istportest to pick up on what Me. 
Woods faicJ had to tmy bore, that the qaoetioa of tho 
FretUtear'iJ credibility played little *r no bearing in the 
jur^o decision. Tha trial bod cothnig te do wiih 
Whitewater whatsoever. This waa an entirely Mpsrsto 
natter, and it's ImpcrtanS to make a d isti nc ti on between 
guilt and by ajaedatinn. SWttlthing that poopla la 
Washington axo very fbjTrillag with. And here, the 
Frealdant knows those people, acineiiy was Involved to a 
tews* ctina with them. 'Hiay then bateaia Isvolrud to a 
transaction tepurata entirely from what has bexa — wttd 
tho Proddsat 1 * bsca oceuead of by wane. «a tomd 
gtolty of tixat aoperasa tra»a*cti«a, and because they bad » 
prerioua rolstloafibip, theyVo tlyiralbr* guCt— ftolty by 

New, clesxiy, this to galop a bo un>4 by cocae poliUeelly. 
2 umigstand that. Tha President uederstaruie that. Sot we 
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pathsttMOMoffitiniMa, tbo people wflX to Muit 
«hl« to «n»*frg uimh botoeua someone who vu • 
i fn * <*« with which thry had nothing to do, and a 
or p«r»ctui who nn daftadanta la ft cxh and tbund 

XOPPQZ^ Sonata* Dod4 let ma— let mo boat an 
' the wart* youVs jurt used You're reftniBg to the 
MBM «f ttNH tad IBUt&MI. 
^Bsrromooop^ Mn-hna. 

BOPPXL: Thor* 1* ao doubt, in my mind — tod W 
•ratted in bearing vfait 70a will e«y, that bad the 
aat down With a dlfltount wJk>, W w y wi hua 
art guilty of oil wants, the White Hnm wvald hex* 
d iato the breach c l stld, “Haw, Immediately, Is 
we hero beeo lOQllSC COr. Tbs WhlUwttartfttvww 
•aytMn# ia bo ao n oo eft i rt ibMt and should art car 
t bo say port of Ola ongoing pmtdomdol outputs.* 
ra* Mr to toy that, thm wtxy la it art now ffcLr t» say 
bwM, *Now, apparoily, Hicrw Is waitfates * 

•nd there tie edisethin^ to ba looked af? 
CBBZ&TOTBXB DOBDt WoO, Fa going to tor to 
Wlo, If I usa bc«i Tod, h e lwoon wfcrt— who* the 
ripunta, t f you will, might soy, tad what the media 
,t tty, tad those who aro charged with anatjriag tha 
hero. Tips wts 1 eoparate cottar, entirely, tnm 
wwttar, had nothing to do with W hiteweta r, 
Ivod — 4 

I SOPPKL* But you're not dlse — but yeu*re art 
grating wt&a wbas Pm saying, 

( wair iapaCL poCUD*, 1 oadorotsad, 

) SOPFHU Hid they all boon found art guilty , tha— 
know, me White House would have Jumped op end 
\ “Hallelujah, oresy o ao's art guilty • 
u CBBXBTOFZQDL DODD; Wo w t ai nly would hero 
— wo Ctttalnly would bora had a bettor day, u i«rrt as 
ttion about that. I dent deny that. What wo*m talking 
v* Wo it trying U analyse this 00 that the parson 
m | at hams tawiyHt Urtdi&g to program 
ientand what this la about. And tbo more that wo 
•at ever and aver eguie. tHa ia a Whitewater msttor. in 
a&ae, than ia a moh wo make tho tiaksgo hsra. Again, 
make tha point to boar, Tbii etu bad nothing to do 
A Wh itewat e r , TTw MoDougela tusked tha Preaidant to 
tity on thsir behalf. Tho Jury* M tho toupee**. bars 
4 that they didst raally use tho testimony of tha 
trident that much because Tho dwuacWy rridaata 
A so gvujwhelming, 900 items, I’m told, that it was 
ally more of a iso based on dowimentary rridanm thin 
idmonaii evidSnoa. But yut guilty portta who an 
s oci ntod with othor people, thayVa in scree 

<y- ya import ant that ws tay and sspamto. 

2D K077CL: Sangtor iyAniato, do 700 — do 7 m bsva 
XT quarrel with that? You ware trying very hard to heap 
is, at tha mamont, at laaat, from a — • partisan 

Ttir. In that spirit, will you aokoovlcdgs tho that 
artw Eodd ia making? 

so. AL?CNaE D*AMATOt Yaah, lrt mo csty this to you. 
. aooma to nu dint when Chris and I are able to— to 
p*ol to this lea as, bo will admit, notwithstanding that wo 


mag harm had soma dCssggswrn rm an how to go about 
atotria ^ia gu, that tbo waril of our oomrelttso hm W 
candurtod In *— In a <Ur and impartial man nor. That 
doaan t— tur*— 

TED SOFPtLc Forgivo mo, I want to— I want to no the 
lort frw Bdautso that troVo got— 
aen.A UOl’W EiyAbUTO: Yaah. 

HD XOPFCb —7m art talking about tbo work of you; 

•omcittoo* 

lac. AL JtJfntt iy AMAT1>. Sure. 

TED 20772L: I*a tsIVing about tha xwlavanao of wbat 
Jmppanad today in— ha llttlo 

Isc.ALTCWBBiyAMAXO; Ysah. Umt *ar tfah to you. 
You oan*t jump to any noadtulflfta on tha baati of tha 
OTjrialasut that ware mods. That would bo Improper, Tbs 
qaesrion about Ur. Hda, wo would oartauUy Uu to pi 
him in boot of the onmmtttao ao that «a eon uk him 
wholur or not oaitaia things that we'v* road about s&d 
mmm things thsi bo taotlflod to ore true or not true, and— 
and Judge te o um lroo and have tha Amirisua psopia 
■ah daat judgsumt X «a*Y— Tm mat la a parttian to— q 
soy how aroditla ho la, and I osrtaialy would hope that ho 
would come toward at this point in time. WaVo foing to 
resow our request. Tha D«noarBta.havojoiaad In that, 
flan. CBB39T0PHXB DODD: And I would agree with A1 
on that. 

foe. AUOXUS D'AMATCT: And W«ll— cod WSmJ. 
if he’s a crsdibU wilnaoa and if than aro additional hots 
Art— 

TEDXOFfSL: Ws aro— 

San, AUTOKflX XVAMATOt -Outwfll go fiafrur. 
flD SOWfL Swiator. waVo llUrmHy down to our last 

Sac. ALFCNIX D'AMATO; Son. 

TBO EOPPBL La* ma pom* thia qnastion, first to 
ganater Dodd and than tha some quutian to Sa&ator 
D*Am ato Thia does rovitadlsa tho Indopondont cmuxasl’i 
miawn n, do— it nact 

San. OaXlSTOFHEK DODD: WoO, l think that 

oertehdy Ws more omhol d an sd today, and people ass 
those words. Tbara'e ao question about that. Thar* an 
separata qaeitas about Mr. Starr and hi* own particular 
pooUoma with 0 conflict of iaberoat, but nocothalsai, ho 
certainly fiwls, Tm certain, m o re more cnoouragod today 
bacaasa ef this derision (a Arkansas, albeit an entirely 
separate matter, and 711 make that point o*ur and over 
again huami sattroly separate matter from WhitswoUr. 
TSD XDPFXL: Bonator D* Amato, tho last 90 seconds aro 
yvur*. 

80 a* ALFON 8 X IV AMATO; Caztainly gl res rmUdity to 
his inqtchry, and I think it answon a lot of tha charges that 
have hma hurled at both Mr. Starr and— and oar 
committee. 

TSD ZDPPSL; Senator Dodd, Sanatnr D'Amato, thank 
you b oth v ry m uch {br wmios la so late, 
fleas. n gg lS TOKlEH PCOO: Thank you. 

Son. AtgOMC B ]y AMATO: Good being with you. 

TSD XSOFPSL: TH be buck tn a momanu 
/CofTwnercioi brmLkJ 
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£D EOF7KL; Tomorrow night on MghEUftg, U* p«Ui 
j tb« te fflialitor ctf Iiml ia too abM u otiL 

VB brlfif yoa up-toKh»«dairt> rwclia la ta AUottfiJl t&ffC 

«a* boilrw may mhipi tfeo poaoo prsc*a In &* MWdl* 
ul Thit'i tomorrow alfhl on Nlgfrtila*. 

And feart our rtport to tnJiht r» Tad Koppal la 
yoMnatnn* Tor Hero at ABC Nowa, good night. 

Cfyrighl lW6AJn*riean Camjw*®*, /nc. 
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HEADLINE: GOP Takes Sights on White Hcuse With Whitewater Verdict 

GUESTS: Gov. HOWARD DEAN (D-VT) ; Gov. TOMMY THOMPSON (R-WI) ; MIXE McCURRY, Wljite 
House Press Secretary; WILLIAM KRISTOL, Editor, "The National Revi 

BYLINE: BERNARD SHAW; 

HIGHLIGHT: 

The opposite of White House hopes occurred in yesterday's Whitewater verdicts. 
Damage control is already working quickly to allay Che damages, but the GOP has 
taken aim at using it to their own ends. 

BODY: 

JUDY WOODRUFF, Anchor: The president's rapid- response team would seem to have 
its hands full today after the guilty verdicts in the Whitewater trial, but this 
damage -control duty is especially tricky given the political history of the case 
and criticism of the way the Clintons dealt with it in the past. 

Our Wolf Blitzer is on fall-out watch at the White House. 

WOLF BLITZER, Senior White Hcuse Correspondent: For President Clinton and his 
aides, Whitewater has always been a dreaded wild card. They were hoping the 
Little Rock jury would deliver net guilty verdicts, throwing a potential 
knock-out punch at independent counsel Kenneth Starr's investigation. But the 
opposite has occurred, reviving questions about everyone involved, including the 
Clintons . 

Cr. this day after the bomb shell, Mr. Clinton was trying to project a 
business-as -usual confidence, meeting with educators and students and with 
Democratic governors who emerged to defend him. 

Gov. HOWARD DEAN (D-VT) : Since this really didn't have anything to do with the 
president, the president's testimony was net relevant to their- to the case. 

WOLF 3LITZER: Trying to distance the president frem the verdicts, the White 
House released a fact sheet with quotes frem several jurors who said they 
believed Mr. Clinton's testimony. Still, Republicans say the verdicts raise 
serious questions about Mr. Clinton. 
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Gov. TOMMY THOMPSON <R-WI) : It's going Co be a very important issue. It goes to 
character, it goes to reliability. 


MIKE McCURRY, White House Press Secretary: I do think it's not surprising that 
some Republicans are attempting to make partisan political gain out of the jury 
verdict . 


WOLF BLITZER: But some Republican strategists say presidential candidate Bob 
Dole is wise to stay away from Whitewater. 

WILLIAM KRISTOL, Editor, 'The National Review’ : I think if he addresses it, then 
it does become political. Now, Ken Starr is doing the Lord's work, or at least 
3ob Dole's work here, not- that those aren't his motives. 

WOLF BLITZER: The president telephoned convicted Arkansas Governor Jim Guy 
Tucker to express his sympathies. Tucker, found guilty on two of seven counts, 
has announced he is resigning. 

He and the Clintons' former Whitewater business partners, James and Susan 
McDougal, are but the latest Arkansans whose fates have been effected by Mr. 
Clinton's election. The White House Deputy Counsel Vince Foster committed 
suicide and the Associate Attorney General Webster Hubbell [sp] is serving a 
prison sentence for falsifying his old law firm's billing records. 

All that is a source of personal sadness at the White House, but there is a 
potentially more serious nightmare - namely, that new witnesses may now step 
forward with possibly damaging evidence against the president and first lady or 
that someone already convicted may now decide to cooperate with the prosecutors 
to get a reduced prison sentence. 

Wolf Blitzer, CNN, the White House. 

Whitewater Jurors Do Not Fault President for Testimony 

JUDY WOODRUFF, Anchor: The White House spin on yesterday's verdict includes 
juror comments touting Mr. Clinton's credibility. For details on what part the 
president's testimony played in the panel's deliberation, we have this report 
from national correspondent Gene Randall. 

GENE RANDALL, Political Correspondent? Defense lawyers had gambled on the 
president - and lost. He was their star witness - their only witness other than 
defendant James McDougal, Mr. Clinton's one-time business partner. The 
president's videotape testimony was meant to undermine the credibility of chief 
prosecution witness David Hale. Several jurors said he had done just that. 

TRACY PLEASANTS, Whitewater Juror: I just felt as though he was telling the 
truth, and I wasn't so sure about David Hale. 

GENE RANDALL: Well, then why the guilty verdicts, especially those related to 
the illegal loan to Susan McDougal? David Hale says then-governor Bill Clinton 
pressured him to make that loan. 

SANDY WOOD, Whitewater Jury Forewoman: We utilized very little of President 
Clinton's testimony, not because it wasn't credible, but because it just didn't 
shed a light on the transactions that we were looking at. 
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GENE RANDALL: Jurors say iC was Che mcuncain of documencary evidence chac 
produced che guilcy verdicts. 

LAURA MALAT, whicewacer Juror: I chink we cried - Co Che excess, maybe even - cc 
make sure chac we had several pieces of documencacicn , several cescimonies, 
before we gave our verdict. 

GENE RANDALL: In its closing argument, Che prosecution told Che jury ic was noc 
che president who was on crial, and ic appears Bill Clinton's credibility 
survived this jury test. One juror, Colin Capp, told a wire service che 
president had been ' magnificent . ' Another, Tracy Pleasants, told us much the 
same thing. 

TRACY PLEASANTS: The president’s credibility -was- I held him in high esteem as 
far as credibility. However, he was simply one witness. We did noc take one 
witness' testimony and make a decision on any of the counts. 

GENE RANDALL: [on camera] There may soon be a fresh credibility test for 

President Clinton. Another Whitewater trial is scheduled to begin in three 
weeks, and he has once again been requested as a witness for the defense. 

Judy? 

JUDY WOODRUFF: Gene, what about political fallout from the trial there in 
Arkansas? 

GENE RANDALL: Well, there is fallout. As you know. Democratic Governor Jim Guy 
Tucker was convicted yesterday of mail fraud and conspiracy. He said he will 
resign. He will be replaced by his Republican lieutenant governor, Mike 
Huckabee . The wrinkle here - Huckabee is a candidate for the U.S. Senate, for 
the seat being given up by Democrat David Pryor. Huckabee says he will have an 
announcement tomorrow; it seems clear he may well drop out of the Senate race to 
keep what he will soon have, the executive mansion here in Little Rock. 

JUDY WOODRUFF: All right. Gene Randall in Little Rock, thanks for that report. 

Dole Mum on Whitewater While Stumping California 

JUDY WOODRUFF, Anchor: Whether he is heeding strategists' advice or his own 
political instincts. Bob Dole is staying mum about the Whitewater verdicts. As 
our Candy Crowley reports. Dole let surrogates do the talking about Whitewater 
while he talked crime in California. 

CANDY CROWLEY, Capitol Hill Correspondent: It may have made bicoastal headlines, 
but the Whitewater verdict was not on Bob Dole's Wednesday agenda. 

Sen. ROBERT DOLE (R-KS) , Presidential Candidate: Oh, I don't know. I haven't 
commented on it, and don't intend to. 

CANDY CROWLEY: On a hit-and-run campaign swing through California, Dole stepped 
off in Southern California park to speak in praise of community anti-gang 
efforts . 

Sen. ROBERT DOLE: They made it work, because they got tired of it. They 
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wanted cheir children co enjoy the parks, not the criminals enjoy the parks. 

They weren't built for criminals, they were built for you. 

CANDY CROWLEY: Crime is the focal point of Dole's current trip to California, 
but, in fact, this trip out West has a single overriding message - Dole is here, 
not for the first time, not for the last. 

Sen. ROBERT DOLE: We're going to spend a lot of time in California. We're 
serious about California - 54 electoral votes in the Bob Dole column in 
November. Can't beat it. 

CANDY CROWLEY: Being here is important to California Republicans, a sensitive 
lot who think they lost a number of local seats when George Bush abandoned the 
state months ahead of the election. Ken Kachigian, a former Reagan operative in 
charge of Dole's California efforts, says step one is showing up. 

KEN KACHIGIAN, Dole National Senior Adviser: Then step number two is to have an 
aggressive campaign defining- we have to redefine President Clinton, we have to 
start letting people get exposed to Bob Dole. But it's a long- it's a big hill, 
a long trip. 

CANDY CROWLEY: The Dole campaign hopes to pick up support on three main issues 
at the heart of California politics - crime, border patrol, and affirmative 
action. Dole has already said he supports a California initiative which would 
dismantle most affirmative action programs, a stance at odds with Colin Powell, 
who often makes the dream team list of most Republicans as the vice presidential 
candidate . 

COLIN POWELL: There are those who do not understand that the progress we have 
achieved over the past generation must be continued if we wish to bless future 
generations. And, so, Colin Powell, he believes in affirmative action. I 
believe it has been good for America. 

CANDY CROWLEY: Dole remains unhelpful about his search for a running mate other 
than to say he wants to look at people outside politics, too, and the search 
team is headed by an old Kansas friend and former congressman. Bob Ellsworth. 
Dole may meet with the team this weekend. As for Whitewater, Dole will let 
others parse the politics. As Kachigian put it, when there's a freight train 
coming down the tracks, it doesn't make a lot of sense to stand in the way of 
it. 

Candy Crowley, CNN, with the Dole campaign, Redondo Beach, California. 


The preceding text has been professionally transcribed. However, although 
the text has been checked against an audio track, in' order to meet rigid 
distribution and transmission deadlines, it has not yet been proofread against 
videotape . 
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FEDERAL BUREAU OF INVESTIGATION 

One a/ ififliCftftioa 1/ 25/ §Q 


DAVID HALS, President, CAPITAL MANAGEMENT SERVICES, 

INC. , 1910 North Grant, Little Pock, Arkansas, was interviewed in 
regard to his connection with JIM MC DCUGAL. HALE provided the 
following information during the interview: 


HALE stated that he operates CAPITAL MANAGEMENT SERVICES 
aa a Small Business Investment Corporation (S3IC). SBICs can loan 
money or invest in small businesses. This is usually a situation 
wherein the people involved cannot obtain a loan at a normal 
financial institution. The Small Business Administration ( S3A ) 
loans his company money which he turns around and loans out. The 
guidelines do not allow him to loan monev for less than 4 3 months. 
CAPITAL MANAGEMENT SERVICES obtained their license from SBA on 
March 14, 1979. HALE 3 tated that the General Accounting Of fice{l'” 

(GAO) audita its business every year. He further advised that 'if \ 
SBICs are exempt from state usury laws. The guidelines further! X 
restrict him wherein his company is not allowed to own more than V J 
investment. The most he can lend to anV^s^-X 


49% of any ccmpany as an ... - 

one person or entity is 30% of his total private paid-in capital/? 
However, he can make additional capital contributions at any timi 


jL 


ttUlTIAi 


Hale statad that he recalled making a 9300,000 loan to 
SUSAN MC DCUGAL, doing business as MASTER MARKETING. Ke had been 
dealing with JIM MC DCUGAL previously on seme items aac recalled 
telling JIM MC DOUCAL that he had seme money he wanted to lend, 

KALE offered to lend MC DCUGAL seme as a tie-in with seme of 
MADISON GUARANTY SAVINGS AND LOAN ventures, HALE recalled that 
later on MC DOUGAL mentioned to him that his wife, SUSAN, needed 
seme money for a business. He recalled having an additional 
discussion with JIM mc DOUGAL regarding this in February, 1996. j 

In March, 1936. SUSAN brought seme documents to his office which 
included the personal financial statement of JIM and SUSAN j 

MC DOUGAL, and the financial statement of MADISON GUARANTY SAVINGS | 
AND LOAN. SUSAN told KALE that sh8 was going to use the money to 
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non t( pc-ioj oi DAVID HALS 


Oo 10/13/89 . n»c 2 


promote MADISCN GUARANTY arvd seme new land development . She 
offered HALS a mortgage on soma property which was located near 
CASTLE GRANDE. The MC DCUGALs personally guaranteed this loan. 

HAL 2 stated that he declined the mortgage which SUSAN offered cn 
the property because S8A viewed this type of thing more favorable 
when it is made cn an unsecured basis. * HAL2 stated that the loan 
he made SUSAN was for five years and the loan currently is in 
default. He has sued the MC DCUGAL3 and obtained judgement. He 
has obtained a second lien on their stock. This occurred in 
April. 1987. He waa able to do this because, although he declined 
the mortgage, he did ask for some additional security and SUSAN 
offered him a second mortgage on the stock which they had in 
MADISON GUARANTY. HALE recalled that SUSAN was uneble to make the 
interest payments at one point and, when he called her and JIM 
MC DOUGAL in either February or March, 13 87, he recalled them 
saying they needed an extension. 

HALE stated he knews an individual by the name of DEAN 
PAUL . He mat PAUL through the Jaycses in the early 1970's. He 
was PAUL'S attorney when PAUL was in the coal business and he did 
recall making seme leans to a company PAUL was involved in by the 
name of YELL FORESTRY PRODUCTS in the early 1980's. HALE stated 
that YELL FORESTRY PRODUCTS still ewes him aporoximately 
8150,000.00. 

HALE stated that he recalls being involved in a business 
called AMERICAN MANUFACTURING CORPORATION (AMC). He recalled that 
ALLEN DISHONGH discussed becoming involved in this investment. 

AMC was involved in the colling fan and gas grill business. The 
STEPHENS' and MCCHTAR RIADY wanted to get into the imoort 
business . UNITED PACIFIC TRADING would finance the purchase of 
these fans which were built in Taiwan and AMC would then warehouse 
the fans once they were brought in this country. HALE stated that 
STEPHENS later pulled out of this venture and AMC lost a lot of 
money. AMC had already leased warehouse space and they actually 
sold seme of the fans. HALE stated that DISHONGH never bought any 
stock in AMC but, at one time, he thouoht he would. HALE further 
recalled putting DISHONGH in touch with JIM MC DCUGAL in regard to 
obtaining a loan; however, he did not know that DISHONGH had 
listed AMC stock cn his financial statement until everything went 
bed. 
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DAVID HALS 


,oo 10/10/39 , Pitc 


HALS recalled JIM MC DOUGAL trying to sell entity called 
CAST'LL SEWER AND WATER. MC DOUGAL hod gotten JIM GUI TUCKER and 
K, D. RANDOLPH involved in this deal. HALS had acme additional 
business dealings with TUCKER and recalled TUCKER visiting with 
him about this venture. TUCKER told HALS that they would check 
this ou£. vej^y thorcuchly and ho recalled that he and TUCKER did a 
lot .of work worn an engineer looking at this particular piece of 
property^" If waT^£\LE's recollection that the reDlacement cost on 
this prooerty was S2.5 million and that MC DOUGAL waa trying to 
sell it for Si. 5 million. Additionally , MC DOUGAL guaranteed a 
certain number of hookups from the CASTLE GRANDE development which 
made this appee* co oe a worthwhile investment for TUCX2R..and 
RANDOLPH. There was also a possibility the ’sewer and water 
company would be providing water services to the city of 
wrightsville, HALE did eventually provide a loan to TUCKER and 
m tn© amount of 5150,000.00. KALE stated that r.o one 
ever told him why MADISON GUARANTY could net finance 100 5 * of the 
51.5 million purchase price. 

In regard to seme additional dealings he had with DEAN 
PAUL, HALE advised that PAUL had been wanting to buy 240 acres 
which was located off woodsen Lateral Road for several years. 

HALE recalled that he told PAUL that he would sell him the 240 
acres and a restaurant known as ETTA'S PLACE and an adjacent lot 
if it could be dene wherein HALS could make $500,000 on the 
transaction. He subsequently did sell this property to PAUL and 
the $500,000.00 which he made he then put into a Certificate of 
Deposit (CD) at PEOPLES BANK at Russellville . The $150,000.00 
wnich HALS leaned to TUCKER and RANDOLPH was from a different CD 
which he can document. HALS stated that he caxtnct loan money from 
a new capital contribution in the SBIC until he has received 
acoroval" for this from SBA. The loan which he made to TUCKER and. 
RANDOLPH had nothing :o do with the land sale to DEAN PAUL. HALE 
advised that the reason for his wanting to do this sale for PAUL 
was that he was selling seme property and putting things in his 
wife's name as a tax planning* vehicle because of his own bad 
health. 
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AFFIDAVIT OF JOSEPH ( MIKE) NAJUSI 


I, Joseph ( Mike) Narisi, hereby depose and say: 

1. In 1993 I worked as a free-lance video cameraman in Little Rock, 
Arkansas. 

2. In November 1993 , 1 was hired by NBC News to shoot videotape 
for a news feature on u Whitewater” and David Hale. 

3 . On November 4, 1993 , 1 met NBC News producer Ira Silverman 
and David Bossie at the law office of Randy Coleman in little Rock, for an 
on camera interview of David Hale. 

4. While I was at Coleman’s Law office, Bossie greeted employees of 
the office by their first names and appeared to be well-aquainted with 
Coleman and the employees at Coleman’s law office. 

5. Bossie consulted with Hale and Coleman before the taping of the 
interview began, was present throughout the interview , and prompted 
Hale during the video taping of the interview , Bossie conferred with Hale 
and Silverman about the subject matter to be covered in the interview. 

6. On the same day as the interview in Coleman’s office , I 
accompanied Silverman and Bossie to the law office of Sheffield Nelson, 
which was in the same building as Coleman’s office, to shoot videotape of 
Whitewater-related documents. While in Nelson’s office, Bossie greeted 
employees by their first names and appeared to be well-acquainted with 
them. 


7. On November 6, 1993, 1 flew to Flippin , Arkansas with Ira 
Silverman and David Bossie to videotape aerials of the Whitewater 
property for NBC Nightly News with Tom Brokaw. 

8. On January 14, 1994, 1 accompanied Silverman and 3ossie to 
Fayetteville, Arkansas, to seek to obtain an on-camera interview of 
Beverly Bassett Schaffer. ( Silverman and Bossie traveled together in a 
separate car.) 
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9. While parked in front of Beverly Bassett Schaffers father's law 
office, Bossie told me that CBS News had attempted to interview a lawyer 
who represented Arkansas State Troopers who had served in Governor 
Clinton's security detail, Bossie said he had instructed the lawyer for the 
State Troopers not to provide an interview to CBS News. 

Further affiant sayeth not: 








( Notarize Here) 


a. 
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1 NBC : 


3 N3C : 

4 HALE : 

5 N3C : 

5 HALE : 

7 

8 

9 NBC : 


10 




11 

12 

13 

14 

15 

16 

17 

18 

19 

20 
21 
22 


23 NBC: 


24 


HALE : 


CAVIL KALE INTERVIEW NBC (2 c: 4) 


And the schemes involving chose two entities -- 

Yes, sir. I - - 

-- reached the White House? 


Yes , 

sir . 



That 

' s what you 

told your 

1 a wye r ? 

Yes, 

sir. Went 

to the ?re 

si dent and his wife, 

and 

the involve 

me no of the 

Attorney General of 


the United States, Webster Kubbell. 

Deputy Attorney General? 

Yes, sir. Now, when we reviewed these tiles 
and he questioned me regarding mv knowledge, he 
went back to the U.S. Attorney's Office in an 
effort to attempt to negotiate something on my 
behalf, and he -- the first thing he did, he 
went back to the U.S. Attorney, Fletcher 
Jackson, and said, "Fletcher, do you know that 
there are seme very, very high profile 
political figures involved in all this?" And 
Fletcher's answer to him was, "We know that 
Clinton and Tucker were involved, but I've get 
eight more years to retirement, and I'm not 
going to get involved." 

This is what an assistant U.S. Attorney said to 
your lawyer? 

That is correct. 




PETRS' S STENOGRAPH SERVICE 
( 501 ) 376-1411 
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3 

4 

5 

6 
7 
3 
9 

10 

11 

12 

13 

14 

15 

16 

17 

18 


NBC: 


NBC: 
HALE : 


NBC: 


According :o your lawyer? 

Thar ' s correct . 

And that was said to you? 

Thar is correcr . My lawyer further, in August 
further in August, offered this, he saic, "He: 
is a little guy, David Hale, with a little 
SBIC, has extreme amount of documents and 
knowledge about those things chat went on at 
Madison Guaranty Savings & Loan that helped 
cause its failure." They said, "We are not 
interested." Now, two weeks ago, these are t: 
very same things that two weeks ago that the 
R.T.C. referred to this office down here for 
further investigation. They had told us in 
A.ugust that they weren't interested and didr.' ■ 
want to investigate.it. 

So the people understand, sitting here today, 
do you hold yourself blameless for what ail 


19 


went 

on? 


20 

HALE : 

No, 

sir, no 

, sir . 

21 

NBC: 

You 

don' t? 


22 

HALE: 

No, 

sir, I 

don' t . 

23 

NBC: 

You 

are in 

the soup 

24 

HALE : 

I'm 

in the 

soup . 

25 

NBC: 

You 

are in 

the soup 


PETRE'S STENOGRAPH SERVICE 
( 501 ) 376-1411 
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4 

5 

6 

7 

8 
9 

10 

11 

12 


13 


14 

15 

16 

17 

18 

19 

20 
21 
22 

23 

24 

25 


HALE : 
NBC : 
HALE: 
NBC: 
HALE : 
N3C : 
HALE : 
N3C : 

HALE : 


NBC : 
HALE : 


indictment 
Yes , sir. 

-- cue ycu are not complaining? 

No, sir. 

The government was onto something? 

Yes, sir. 

So, they are onto some of your behavior? 

Yes , sir. 

But you feel that whatever happened was net 
just David Hale? 

Right. And the situation is this, there is no 
way you have -- ycu have -- once again, ycu 
have the sitting Governor, you have the 
President of the United States, you have his 
wife, and you have the father-in-law of the 
Deputy United States Attorney General, and he, 
himself . 

Involved in this? 

Involved. And here I am, do you think there is 
any way in the world that the U.S. Attorney 
over here, who has served, was appointed by 
President Clinton, serves at his will, was a 
class -- was a student of Hillary's, was a 
student of his, has been appointed by him on 
several occasions, her husband was appointed to 

PET RE' S STENOGRAPH SERVICE 
(SOI) 376-1411 
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NBC: 
HALS : 
NBC : 

HALE : 

NBC: 

HALE : 


NBC: 
HALE : 
N3C : 


a s;a:s position by Governor Clinton, arc new 
serves at the will of Governor Tucker. 

And you are offering to cooperate? 

I had offered co cooperate. 

Your lawyer has informed the U.S. Attorney's 
Office you do want to cooperate? 

Yes, sir. And we have been advised -- we have 
been advised -- now 

And he saic, "Thank you very much, we are not 
interested" ? 

"We are not interested." And we were -- and my 
lawyer also wrote them a letter, because of all 
these inter-relationships between the U.S. 
Attorney and members of her staff and the 
people that are involved, that he felt that 
there was a sincere conflict and this office 
ought to step aside in order that I could get a 
fair trial. He is not saying anything about 
these people being bad people or anything, it 
is just simply human nature. 

Yes . 

You are working for somebody. 

This is the first time that you have agreed to 
sit down in that chair -- 
Yes, sir. 


PETRE'S STENOGRAPH SERVICE 
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U.S. Depurtmen Justice 
Office of the Independent Counsel 


Liccle Rock. Arkansas 


March 19, 1994 


Randy Coleman, Esq. 

Skokos & Coleman, P.A. 

Suite 3200 

425 West Capital 

Little Rock, Arkansas 72201-3439 


Re: pav id l. Hals 


Dear Mr. Coleman: 


OWTWa- count 

eastern outnci of Awiuaii 

FILED 

M OKM COURT 


BYt m 






On the understandings specified below, the Office of 
the Independent Counsel ("this Office") will accept a guilty plea 
from David L. Hale to a criminal information charging him with 
violations of (1) Title 18, United States Code, Section 371, and 
(2) Title 18, United States Code, Sections 1341 and 2. These 
charges each carry a maximum sentence of five years' 
imprisonment, a maximum term of three years' supervised release, 
a maximum fine of the greatest of $250,000, twice the gross gain, 
or twice the gross loss, and a mandatory $100 special assessment. 
The total maximum sentence of incarceration on both counts is 10 
years' imprisonment. 


If David L. Hale fully complies with the understandings 
specified in this Agreement, he will not be further prosecuted 
for any crimes related to his participation in the conduct of the . 
affairs of Capital .Management Services, Inc., Diversified 
Capital, Inc., and Madison Guaranty Savings and Loan, and any 
other crimes, to the extent David L. Hale has disclosed such 
criminal activity to this Office as of the date of this 
Agreement. 


The understandings are that David L. Hale shall 
truthfully disclose all information with respect to the 
activities of himself and others concerning all matters about 
which this Office inquires of him, shall cooperate fully with 
this Office, the Federal Bureau of Investigation and any other 
law enforcement agency so designated by this Office, shall attend 
all meetings at which his presence is requested with respect to 
the matters about which this Office inquires of him, and further, 
shall truthfully testify before the grand jury and/or at any 
trial or other court proceeding with respect to any matters about 
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which this Office may request his testimony. Any assistance 
David L. Hale may provide to federal criminal investigators shall 
be pursuant to the specific instructions and control of this 
Office and those investigators. This obligation of truthful 
disclosure includes an obligation upon David L. Hale to provide 
to this Office, upon request, any document, record or other 
tangible evidence relating to matters about which this Office or 
any designated law enforcement agency inquires of him. 


It is further understood that the sentence to be 
imposed upon David L. Hale is within the sole discretion of the 
sentencing judge. This Office cannot and does not make any 
promise or representation as to what sentence David L. Hale will 
receive. However, this Office will inform the sentencing judge 
and the Probation Department of (1) this Agreement; (2) the 
nature and extent of David L. Hale's activities with respect to 
this case; (3) the nature and extent of any and all other 
activities of David L. Hale which this Office deems relevant to 
sentencing; and (4) the full nature and extent of David L. Hale's 
cooperation with this Office and the date when such cooperation 
commenced. In so doing, this Office will use any and all 
information it deems relevant, including information and 
statements provided by David L. Hale both prior to and subsequent 
to the signing of this Agreement. In addition, if it is 
determined by this Office that David L. Hale has provided 
substantial assistance in an investigation or prosecution, and if 
David L. Hale has otherwise complied with the terms of this 
Agreement, this Office will file a motion, pursuant to Section 
5K1.1 of the Sentencing Guidelines, advising the sentencing judge 
of all relevant facts pertaining to that determination and 
requesting the Court to sentence David L. Hale in light of the 
factors set forth in Section 5K1 . 1(a) ( l)-(5) . 

It is understood that, even if such a motion is filed, 
the sentence to be imposed on David L. Hale remains within.- the 
sole discretion of the sentencing judge. Furthermore, this — 
Office retains the right to present to the sentencing judge and 
Probation Department, either orally or in writing, any and all 
facts and arguments relevant to sentencing. It is further 
understood that this Agreement in no way affects or limits this 
Office's right to respond to and take positions on post- 
sentencing motions or requests for information which relate to 
reduction or modification of sentence. 

It is further understood that David L. Hale must at all 
times give complete, truthful, and accurate information and 
testimony and must not commit any further crimes whatsoever. 
Should David L. Hale commit any further crimes or should it be 
determined that he has given false, incomplete, or misleading 
testimony or information, or should he otherwise violate any 
provisions of this Agreement, David L. Hale shall thereafter be 
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subject to prosecution for any federal criminal violation of 
which this Office has knowledge, including, but not limited to, 
perjury and obstruction of justice. Any such prosecutions may be 
premised upon any information and statements provided by David L. 
Hale both prior to and subsequent to the signing of this . 
agreement. Moreover, any such prosecutions that are not time- 
barred by the applicable statute of limitations on the date of 
the signing of this Agreement may be commenced against David L. 
Hale in accordance with this Agreement, notwithstanding the 
expiration of the statute of limitations between the signing of 
this Agreement and the commencement of any such prosecutions. It 
is the intent of this Agreement to waive any and all defenses 
based on the statute of limitations with respect to any 
prosecutions which are not time-barred on the date this Agreement 
is signed. 


Furthermore, it is agreed that in the event that it is 
determined that David L. Hale has violated any provision of this 
Agreement, (i) all statements made by David L. Hale to : this 
Office or other designated law enforcement agents, or any other 
testimony given by David L. Hale before a grand jury or other 
tribunal, whether prior to or subsequent to this Agreement, or 
any leads from such statements or testimony, shall be admissible 
in evidence in any and all criminal proceedings hereafter brought 
against David L. Hale and (ii) David L. Hale shall assert no 
claim under the United States Constitution, any statute. Rule 
11(e)(6) of the Federal Rules of Criminal Procedure, Rule 410 of 
the Federal Rules of Evidence, or any other federal rule, that 
statements made by him prior to or subsequent to this Agreement, 
or any leads therefrom, should be suppressed. It is the intent 
of this Agreement to waive any and all rights in the foregoing 
respects. 


It is further understood that this Office agrees 
take steps that the Office determines to be appropriate to 
David L. Hale in maintaining his privacy interests. 


to 

assist 
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With respect to this natter, this Agreement supersedes 
all Drior, if any, understandings, promises and/or conditions 
between this Office and David L. Hale. No additional promises, 
agreements, and conditions have been entered into other than 
those set forth in this letter and none will be entered into 
unless in writing and signed by all parties. 



RUSTY HARDIN 
Associate Counsel 

DENIS J. yWCINERNEY (/ 
Associate Counsel 


AGREED AND CONSENTED TO: 
David L( Hale 
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THE COURT: All right. Thank you. 

The Court finds that Mr. Hale is competent to 
go forward with the plea. 

Now, Mr. Hale, since you are now under oath let 
me caution you if you were to make any false s tatement 
to me during these proceedings this morning th at could 
be used against you in l ater proceedings for perjury or 
f a 1 s e statement . 

Now, if you plead guilty do you understand you 
have to waive your right not to incriminate yourself 
because I will ask you questions about what you did in 
order to satisfy myself that you are in fact guilty and 
you would have to acknowledge your guilt. Do you 
understand that? 

MR. HALE: Yes, sir. 

THE COURT: All right. Let me ask you a couple 

of questions regarding your representation by Mr. 
Coleman. Is Mr. Coleman retained by you or appointed by 
the Court? 

MR. HALE: Retained by me, sir. 

THE COURT: Are you fully satisfied with his 

representation? 

MR. HALE: Yes, sir. 

THE COURT: Do you think there is anything he 

should have done that he did not do? 

Carolyn S . Fant 
United States Court Reporter 
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1 on behalf of Independent Counsel. 

2 MR. EWING: Your Honor, we have filed a motion for a 

3 downward departure under Section 5K1.1 of the Sentencing 

4 Guidelines. I will address a couple of general remarks, and 

5 then I will call on Mr. Bob Fiske, who was the original 

6 Independent Counsel, to address this, and then to Mr. Starr. 

7 Your Honor, we have put in our written motion that the 

8 government does recommend a downward departure. When Mr. Hale 

9 pled guilty, that was an agreement that Mr. Fiske will speak 

10 to. But I point out, Your Honor, that under the Sentencing 

11 Guidelines, Your Honor has stated what is in the Presentence 

12 Report, but the Sentencing Guidelines does recognize this 

13 matter of substantial assistance to the authorities, and it 

14 states upon motion for the government, of the government, 

15 stating the defendant has provided substantial assistance m 

16 the investigation or prosecution of another person, the Court 

17 may depart from the guidelines. 

18 The appropriate reduction, of course, Your Honor, is up to 

19 you. But the Guidelines themselves state that there should be 

20 certain considerations, one of which is "... the court's 

21 evaluation of the significance and usefulness of the 

22 defendant's assistance, taking into consideration the 

23 government's evaluation of the assistance rendered . The 

24 commentary states: "Substantial weight should be given to the 

25 government's evaluation of the extent of the defendant's 


Eugenie M. Power 
United States Court Reporter 
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IN THE UNITED STATES DISTRICT COURT 
EASTERN DISTRICT OF ARKANSAS 
WESTERN DIVISION 


UNITED STATES OF AMERICA ) 


v 


LR-CR- 93 - 147 


DAVID L. HALE 


SUPERSEDING INFORMATION 


THE INDEPENDENT COUNSEL CHARGES: 

COUNT ONE 
Introduction 

1. At all times relevant to this Information: 

(a) The Small Business Administration ( " SBA" ) was 
an agency of the United States Government with responsibility for 
providing financial assistance to small business investment 
companies ("SBICs" ) in order to aid SBICs in lending money to 
small business concerns. Under the rules governing the SBA, it 
can loan an SBIC as much as three to four dollars for every 
dollar of capital received by an SBIC ("paid-in-capital") .“ 


a privately owned SBIC located in Little Rock, Arkansas, which 
specialized in making loans to what were represented to be 
socially or economically disadvantaged small business concerns. 


(b) Capital Management Services, Inc. ("CMS") was 


President of CMS. 


(c) Defendant DAVID L. HALE was an owner and the 


EASTERN DISTRICT OP AftJCANSA 


U.S. DISTRICT COURT 


FILED 



IN OPEN COURT 


JAMES W. McCOAMACJC. CUBIC 


BY. z££l£L 


deputy OOT ;; -JtL 
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The Conspiracy 

2. From in or about September 1988, up to and 
including in or about March 1989, in the Eastern District of 
Arkansas and elsewhere, the defendant DAVID L. KALE, and others 
known and unknown, unlawfully, willfully and knowingly did 
combine, conspire, confederate, and agree together and with each 
other, to defraud the United States, and its agency, namely the 
SBA. 

The Purpose of the Conspiracy 

3 . The purpose of the conspiracy was to obtain money 
and property from the SBA by means of false and fraudulent 
pretenses, representations and promises concerning the paid- in- 
capital of CMS and the status of certain loans on the books of 
CMS. 

Manner and Means of the Conspiracy 

4. It was part of the conspiracy that defendant DAVID 
L. HALE, with others known and unknown, would and did by deceit, 
craft, trickery and dishonest means, defraud the United States 
and its agency, the SBA, in that defendant DAVID L. HALE, with., 
others known and unknown, knowing that the amount of paid- in- 
capital of CMS and status of loans on the books of CMS would 
influence the SBA to provide financial assistance to CMS, would 
and did fraudulently and falsely inflate the amount of the paid- 
in-capital of CMS and misrepresent the true status of certain 
loans on the books of CMS. 

5. It was a further part of the conspiracy that on or 
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about November 3, 1988, defendant DAVID L. HALE, with others 
known and unknown, would and did cause $800,000 to be transferred 
from certain accounts at Prudential -Bache , $400,000 of which 
would eventually be transferred to a savings account of CMS. 

6 . It was a further part of the conspiracy that on or 

about November 4, 1988, defendant DAVID L. HALE, with others 

known and unknown, would and did cause CMS to receive the 
remaining $400,000 by way of cashier's checks purportedly in 
payment of certain delinquent loans previously extended by CMS. 

7. It was a further part of the conspiracy that on or 

about November 4, 1988, the defendant DAVID L. HALE would and did 

falsely represent to the SBA that $400,000 had been invested into 
CMS, as evidenced by $400,000 reflected in the CMS account, and 
that on the basis of the new private paid-in-capital CMS would 
and did then apply for financing from the SBA in the amount of 
$900,000, and that in connection with said application defendant 
DAVID L. HALE would and did also make false representations 
concerning the payment status of certain loans to entities 
through which the remaining $400,000 was passed. - 

8. It was a further part of the conspiracy that in or 
about November, 1988, defendant DAVID L. HALE, with others known 
and unknown, would and did cause CMS to transfer through several 
other separate entities the $800,000, referred to in paragraphs 5 
through 7 above, back to the accounts at Prudential -Bache from 
which the money originally had been transferred. 

9. It was a further part of the conspiracy that on or 
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about March 1, 1989, defendant DAVID L. HALE, with others known 
and unknown, would and did cause $275,000 to be transferred from 
certain accounts at Prudential-Bache, of which $265,000 was 
transferred through various entities to CMS to make it appear as 
though those entities were making payments on delinquent loans 
with CMS. 

10. It was a further part of the conspiracy that on or 
about March 3, 1989, defendant DAVID L. HALE, with others known 
and unknown, would and did cause CMS to transfer through a 
separate entity the $275,000, referred to in paragraph -9 above, 
back to the account at Prudential-Bache from which the money 
originally had been transferred. 

11. It was a further part of the conspiracy that on or 
about March 13, 1989, defendant DAVID L. HALE would and did make 
false representations to the S3A in connection with CMS's 
application to the SBA for financing, concerning the payment 
status of certain loans. 

12. It was a further part of the conspiracy that CMS 
would and did receive $900,000 in funding from the SBA as a — 
result of the actions described in paragraphs 4 through 11 above, 
which funding was granted' to CMS on March 21, 1989. 

Overt Acta 

13. In furtherance of the conspiracy, and to effect 
the objects thereof, the following overt acts, among others, were 
committed in the Eastern District of Arkansas and elsewhere: 

a. In or about September, 1988, defendant DAVID 
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L. HALE had a meeting with CHARLES. MATTHEWS and a Prudential - 
Bache client of CHARLES MATTHEWS; 

b. In or about October, 1988, EUGENE FITZHUGH 
opened an account at Prudential-Bache ; 

c. On or about November 4, 1988, defendant DAVID 
L. HALE caused $400,000 to be transferred to CMS; 

d. On or about November 8, 1988, EUGENE FITZHUGH 
had discussions with an individual employed by Mclntire 
Numismatic Auctions, Inc.; 

e. On or about March 3, 1989, defendant DAVID L. 
HALE signed a check made payable to Liberty Mortgage, Inc., in 
the amount of $275,000; 

f. On or about March 3, 1989, defendant DAVID L. 
HALE nad a meeting with CHARLES MATTHEWS and an individual 
employed by Liberty Mortgage, Inc.; and 

g. On or about March 13, 1989, defendant DAVID 
L. HALE signed a letter addressed to the SBA . 

(Title 18, United States Code, Section 371.) 

COUNT TWO 7 

14. The allegations contained in paragraph 1 of this 
Superseding Information are hereby repeated, realleged and 
incorporated by reference as though fully set forth herein. 

15. From in or about 1985 through in or about 1991, in 
the Eastern District of Arkansas and elsewhere, defendant DAVID 
L. HALE and others known and unknown, unlawfully, wilfully and 
knowingly, devised and attempted to devise a scheme and artifice 
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to defraud and for obtaining money and property by means of false 
and fraudulent pretenses, representations, and promises, to wit, 
HALE and others devised a scheme (a) to obtain money and property 
belonging to CMS and its shareholders by means of fraud and false 
and fraudulent pretenses, representations and promises, and (b) 
to obtain money and property belonging to the SBA by means of 
fraud and false and fraudulent pretenses, representations and 
promises. It was a part and object of the scheme that HALE would 
and did, among other matters, (1) make false statements to the 
SBA, and (2) misapply CMS and SBA funds for improper purposes. 


execute such scheme, HALE caused to be delivered by mail 
according to the direction thereon, mail matter and things, 
including, but not limited to, an application for financing that 
HALE mailed to the SBA on or about February 28, 1986. 


16. For the purpose of executing and attempting to 


(Title 18, United States Code, Sections 1341 and 2.) 
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Stats of Arkansas 
orncs op the 

Prosecuting Attorney 


Mark S to do la 
Proseccttnc Attorney 
Skth Judicial District 
Pixasjci & Perry 
Counties 


122 S. BROAoa-A* 

L.T7LZ Rock. Arkansas 72201 
Phone 501 / ^40^5000 
Fax 501 / J40-S049 


February 13. 1996 


Mr. Kenneth Stair 

Office of the Independent Counsel 

Two Financial Centre 

10325 Financial Centre Parkway, Suite 134 
Little Rock. AR 7221 1 

Dear Mr Stair: 

We have comDleted our review of a state investigation of David Hale and have decided to 
charge him with violating Arkansas law. Mr. Hale has not only committed multiple 
crimes against the federal government, but there is also probable cause to believe he has 
independently violated state law as well. I understand your preference is that this issue 
be addressed at Hale’s federal sentencing; however. I cannot oblige. My decision is 
based on several points which I would like to briefly outline to you. 

in reviewing this marter. we see no overlap between Hale’s felony state insurance law 
violation and his crimes against the federal government. We would note that none of the 
corporations referenced in your Dlea agreement letter with -Mr. Hale involve his alleged 
misrepresentations to the Insurance Department. Also, your office has advised us that 
none of the witnesses involved in the state investigation have appeared before the federal 
grand jury. Most importantly, I have an honest fear that no guarantee can be given by 
you chat the State’s interest in bringing wrongdoers to justice can be adequately addressed 
during Hale's federal sentencing. 

It is not logical to presume thar uncharged, unacknowledged criminal conduct on the pan 
of Mr. Hale will be punished, particularly in light of your plea agreement with Hale 
which requires that you recommend leniency to the Federal Coun in exchange for his 
cooperation with vour prosecution. I do not believe, on the one hand, that a downward 
deoaiTure from rhe federal sentencing guidelines can be requested while, on the other 
hand, a request can be made that the Court increase Hale's sentence because he also 
violated state law. The two legal positions are impossibly in conflict with each other. 
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In making this decision. I am keenly aware that political opportunists may attempt to 
manipulate this decision to their owti personal advantage. However. I will nor allow mv 
office, the State Insurance Department, the Little Rock Police Department, or myself to 
be drawn into the political crossfire of your upcoming trial of the McDougals and 
Governor Jim Guy Tucker. 


Considering that the relevant statute of limitations dates involved in our case run on or 
about July 6, 1996, piease be advised that we will be tiling charges by this date. It is not 
our purpose to interrupt or interfere with your ongoing prosecution: thus, we have elected 
to retrain fiom filing these charges immediately. I am confident your case will be 
concluded before our critical dates approach. However, if for some reason this does not 
occur, please be assured that we will be filing charges no later than the date referenced 
above. I am requesnng your cooperation in the service of the state arrest warrant when 
appropriate. 

This decision is in keeping with the oath I have taken, is based on sound prosecutorial 
principles and also prevents partisan criticism that die authority of this office is being 
used to advance a particular political or legal agenda. 

Issues pertaining to whether certain documents were forged have aiso been reviewed. 

The investigative file does not provide enough information to go forward with a charging 
decision and no further information or evidence will clarify this matter. Consequently, 
the March 1996 statute of limitations issue previously raised in press repons on this 
matter is no longer relevant. 

.Ample precedent exists for both federal and stare prosecution, panic ulariy since the facts 
of our case advance a separate interest and do not involve the same evidence. Justice 
Brennan, speaking for six members of the L\S. Supreme Court, stated in Abbots v. United 
States, 359 U.S. 1ST, 3 L.Ea.2d 729. 79 S.Ct. 666 (1959): 

....no one would suggest that, in order to maintain the effectiveness 
of federal law enforcement, it is desirable completely to displace state 
power to prosecute crimes based on acts which might violate 
federal law. This would bring about a marked change in the 
distribution of powers to administer criminal justice, for the Stares 
under our federal system have the principal responsibility for 
defining and prosecuting crimes. 3 L.Ed.2d at 734. 

See a/so Bartkns v. iUinots , 359 U.S. 121,3 L.Ea.2d 634, 

79 S.Ct. 676,0959). 
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This dual sovereignty issue has presented itself to our office on many occasions in the 
past. Of particular note is the case of State of .Arkansas vs. Derrick Campbell. CR 92- 
2369 In this case Campbell fixed gunshots at a passing vehicle, but the builets missed the 
vehicle and instead struck a school room filled with students at McClellan Hiah School. 
Campbell was arrested and charged with thirteen counts of aggravated assault under 
Arkansas law Subsequently, the U S. Attorney's Office, believing this case equally 
important to advance federal law interests, filed charges against Camobell under IS 
u.S.C. 922 (q) for possession and discharge of a weapon within 1.0C0 feet of a school. 

He was convicted and sentenced to prison in both state and federal courts. 

I would also point ouc that my colleague Bob Macv, the District Attorney in Oklahoma 
City, has announced his intention to file separate state capital murder charges against 
Timothy McVeigh and Terry Nichols, notwithstanding the federal government’s present 
pursuit of capital murder charges against the defendants. 

In the final analysis, it is ultimately a decision for the prosecutor, either state or federal, 
to determine how to best protect society’s interest in bringing wrongdoers to justice. In 
the case at bar. David Hale should be held to answer for what I believe to be his 
fraudulent representations to the State Insurance Department, which are even more 
egregious considering that he has also defrauded the federal government. 

Thank you for understanding our position. 



Mark Stodola 
Prosecuting Attorney 
Sixth Judicial District 


MStkh 


cc: 


Lee Douglass. .Arkansas Insurance Commission 
Chief Louie Caudell. Little Rock Police Department 
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Character witnesses 

Two of David Hale's former employees have plenty to say about 
him-none of it good. 

Bv John Hainan 

As David Hale, the admitted felon, prepares to take center stage as a key 
prosecution witness in the criminal trial of Gov. Jim Guy Tucker, two former 
employees have broken silence to blast the former municipal judge. 

Lynne Ballew. who held a number of jobs in Hale's court for four years until 
leaving for another job in 1990. and another employee, who agreed to be 
interviewed on condition of anonymity, were interviewed recently by the Times. 

They describe Hale as a paranoid, verbally abusive and self-centered judge. They 
know him as a boss who once reacted to a bomb threat by rushing out of the 
building and later-as an afterthought-notifying his staff of the threat by phone. 

Their memories of Hale flesh out the image of a deeply flawed witness whose 
credibility will be a difficult sell. His felony plea bargain is the most signifcant 
hurdle. But his business record is littered with disasters, including his small 
business loan agency. The anonymous employee, who was fired under what she 
says were questionable circumstances after a decade of working for Hale, alleges 
that his actions went beyond the merely offensive. She contends he routinely 
dismissed charges in his court as a favor to friends and acquaintances. 

"On a lot of speeding cases he would call and say 'just dismiss that.' Someiimes //* 
was a friend of his, and sometimes he wouldn't give me a reason." 

Once, it backfired in public. "A lot of times in open court I would give repons on 
whether a person complied with probation terms. There was one time when he 
asked me to give a report on someone, and had told me earlier to dismiss the case 
because it was a friend of his. So I was trying to explain that to him in court witkou+ 
actually saying it out loud, when he had a fit and started screaming and yelling 
me.” 

Another time, both women sav. a scandal over Hale's extrajudicial activity was 
averted by luck. 

About five years ago. Dr. Jon Dodson of Forest Park Medical Clinic in Little Rock 
filed a case in Hale's small claims court. When the defendant didn't show up for JU. 
hearing, the women sav, judgment went by default to Dodson, and the paperwork 
was finalized. But a few days later. Hale allegedly told small claims supervisor 
Catherine Butler that she was wrong— judgment had not gone to Forest Park 
Medical Clinic at all. 
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Soon arier.vard. Dodson filed a complaint against Hale with the state Supreme 
Court's Judicial Discipline and Disability Commission. He claimed chat the judge 
secretly reversed his decision after having a private meeting with Woodson Wall 
the attorney for the defendant. 

Hale employees, including Ballew. gave depositions supporting Dodson to the 
commission's investigators. Most employees disliked Hale, said Ballew and Jon 
because he had embarrassed them in court or treated them with suspicion. 

Hale counterattacked. Tommy Goodwin, former commander of the Arkansas St, 
Police, says Hale called him in 1991 and asked him to investigate Butler for 
"fixing" parking tickets issued at the state Capitol. 

Shortly afterward, says Goodwin, Capt. John Chambers, Goodwin's administrative 
assistant and designated press spokesman, went to the court and started poking 
through files. 

None of the employees knew what Chambers was looking for. "It was really 
hush-hush." says Ballew. .And to this day, the State Police say they have no record 
of any investigation. Goodwin, who retired from the state police, says he didn't t<xk*. 
the case over to the criminal investigative division because parking tickets seem 
like small potatoes, "and John probably had more time on his hands than anyone 
else." 

Since Butler apparently was the only person with direct knowledge of Hale's 
reversal on the Dodson judgment, she was set to be a key witness in the judicial 
commission hearing on Aug. 16. 1991. Hale kept the pressure on her. 

It has been reported that he called a deputy prosecuting artomey the day before a 
disciplinary hearing to take an oral statement on Butler from state police 
investigator Dannv Harkins. Usually, the prosecutor’s office spends several week* 
reviewing a written case file. In this case. Butler was arrested the same day for 
felony tampering with evidence in connection with the parking tickets. 

Butler’s credibility didn't turn out to be an issue. Hale was saved from disciplinary 
action the next day when the complaint was dismissed because of a technicality: 
Hale hadn't been notified of the complaint within the specified time frame. 

The case against Butler was filed in municipal court, where it was tossed out by 
special judge Rick Holiman for lack of probable cause. Ironically, Butler now 
works for the judicial discipline commission. She declined to discuss Hale with 4*. 
-.Arkansas Times. Once he was safe from disciplinary action. Hale moved against H*. 
employees. 

"The day it was over with, " Ballew said. "Hale was escorted from the municipal 
court by a sheriffs deputy." Then, she says, he went to State Police headquarters 
an^ complained that a group of his current and former court employees, including 
Ballew, were plotting to kill him. By that time, Ballew was working for the drug 
task force in Pulaski County. "A trooper called me one day and said he needed to 
talk to me," said the anonymous former employee, who was also working 
elsewhere. "When he told me what it was about. 1 just died laughing. He said it v*s 
overheard when we were out one night celebrating one of my girlfriend’s birthday 
at Bobbisox. I told the trooper that if (Hale) died I wouldn't cry, and if that's 
threatening to kill him, so be it." 

Investigator Danny Harkins again made a few informal inquiries about Hale’s 
accusation, but clearly, the women say, he didn’t take Hale seriously. And again. 
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State Police say they nave no record or' any such investigation. Harkins amid nof 
reached for comment. 


Hale has been in hiding for two years since he agreed :o testify against Tucker mdi 
pleaded guiity to federal fraud charges. The Tucker trial begins March A and Hale’* 
sentencing is scheduled for March If. Efforts to reach him for comment on this 
article through the Whitewater prosecutor's office were unsuccessful. 
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David Hale's controversies on the bench included a 
thing two former employees call "dial-a-judge.” 

Shortly after the Pulaski County Municipal Court was moved 
from the county counhouse to a new facility' on Roosevelt Road in the mid '80s. 
they say. Hale simply stopped coming to coun several times a month-often on 
Fridays. 

(The new coun facility, by the wav. was built at Hale's urging with revenue bend* 
that Hale insisted would be repaid with increased coun revenue. The revenues did*'! 
materialize and county general funds had to be used to pay for the building.) 

Defense lawyers, defendants and prosecutors would show up for 
plea-and-arraignment hearings to rind no one on the bench. Instead, the two sides 
were asked to strike a plea agreement and pass it on to Bobby Jones, the coun 
administrator, who would get on the phone to Hale. From an unknown location. 
Hale would pronounce judgment. "He did no sentencing to speak of-he didn't even 
hear their stories," said ms former employee. Lynn Ballew. 

Curiously, no one seems to have objected to Hale's coun-by-phone. an a the praeftc* 
continued for several years. 

Hale grew increasingly paranoid about everything from assassins to viruses. If his 
former employees didn't take these fears seriously. Whitewater Prosecutor Kenneth 
Starr apparently does. Alleged threats on Hale have been cited to justify the 
government's S57.000 in payments to hide Hale away at taxpayer expense. 

As judge. Hale became a laughingstock when he had a bullet-proof screen instaiUi. 
in front of the bench in his counroom (It protected only Hale, not the clerks who 
worked next to him on coun days.) And he put in a metal detector at the door 
leading into the counroom. "We re talking municipal court." says a former 
employee who did not want to be identified. "We don’t do felonies." 

"He was also real paranoid about people who had colds." she said. "You had to ^ 
away from him. He would ask us if it was catching or contagious, and then he 
would back away if you said it was." 

Ballew was prompted to speak out by her anger that Hale seems headed tor lenie^F 
treatment in return for testimony against others. 

"I have a real hard time with this special prosecutor basing everything on this one 
man," says Ballew. "Nobody has said anything about his character. He humiliated 
me in front of a courtroom of people-stood there and chewed me out. He'd scream 
at you. "CAN YOU NOT HEAR ME? DO YOU NOT KNOW WHAT I’M 
TALKING ABOUT?" He would cut people off. To mothers he would say things 
like ’you must not love your kids or you wouldn't let them ride motorcycles.’ 
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"I hate him. * 3ailew says. ’He is a creep. He deser.es everything he gets, but c s 
obvious that he is going to get away with it. 
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CNN: 

HALE: 


CNN: 

HALE: 

CNN: 

HALE: 


DAVID HALE INTERVIEW CNN 11/24/93 

would do it . 

How come? 

Well, that's just their -- they were friends, 
and t hey were .people in politics, in hig h 
posit ions, and tha t would be the thing that I 
would do. 

(WHEREUPON, off the record for outside 
noise . ) 

So, tell me a little bit more about later in 
the fall of 1985, the early part of the winter 
1985 . 

All right. During -- 

Any more conversations between you and Jim 
McDougal ? 

Yes. We were continuously communicating almost 
on an everyday, or every few days, trying to 
get these things done, along with Jim Guy, Jim 
Guy was working on one, and the different 
aspects. And then, during the holiday seasons 
of 1985, I was out at the state capitol and I 
was on the east side waiting on a ride and I 
was standing inside, it was kind of cool 
outside, and the Governor came down and he came 
down and was going out, his car was parked 
right outside there, and he came down and he 
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HALE : 

CNN : 
HALE : 
CNN: 


saw me , and he just came over, shock hands, anc 
visited a minute, and he asked me if I was 
going to be able to help he and Jim out. vcu 
know. And I said, "We are working on it," 
something to that effect, "Are you going to be 
able to help us out, help Jim and I out," or, 
"help Jim and me?" I can't tell you the exact, 
but -- and I said, "We are working on it." I 
knew what he was talking about, because Jim had 
earlier -- and one of these requests was a 
request for S15Q , 000.00 for finan cing that 
related -- that was for he and Bill Clinton. 


Okay. Let's go back to that before we talk 
about meeting the Governor in the State House. 
When did Jim McDcugal, to the best of your 
recollection, when did he mention this first 
money that you understood would go to McDougal 
and Clinton? 

It wasn't too long after the meeting -- that we 
had the first meeting, within a matter of 
weeks . 

First meeting with Jim Guy Tucker? 

Yes, sir. 

Okay. Within a matter of weeks, what, he 
talked to vou and said what? 
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DAVID HALE INTERVIEW CNN 11/24/93 H 

Okay. Continue. 

So, we continued to close these financings that 
these people had requested, and then around 
February of 1986, I received a call -- Jim, at 
that time, had moved his office from S&L out to 
one of his projects called Castle Grande 
located on 145th Street here in Little Rock. 
This is, in fact, where you had met with him 
and Jim Guy originally,- is that right? 

No, we had not met at their office out there. 

We had 

Y ou had gone out there to look at the property; 
is that right? 

Yeah, we had gone cut, ana this was some of the 
property out there. This was their office out 
there. And when I got there, they were both 
th ere . 

Who was there? I'm sorry. 

Jim McDougal an d Governor Clinton. And when I 
walked in, they were, I can't remember, they 
were talking about Frank White and talking 
about raising funds, campaign funds, and then 
Jim said that -- something to the effect, "We 
need to get on and get through with our 
business . " 
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CNN: 
HALE : 

CNN: 

HALE : 

CNN: 

HALE: 

CNN: 

HALE: 
CNN: 
HALE : 


Ac chat pQinc , we started calking atone che 
financing for 5150,000.00. Jim had made che 
statement that they were going to put it in 
Susan McDougal's advertising company because 
she would more qualify under the S3IC regs . 

Tell me about chat. What would she qualify? 
Well, she would be female and be more likely to 
qualify than either Jim McDougai or Bill 
Clinton . 

Did you believe che money was going co Susan 
McDougai, and if not, where did you think it 
was going? 

I thought it was going, you know, that it was 
going for something that involved Bill Clinton 
and Jim McDougai . 

Did you think it was going to Susan McDougai? 
The loan would be made to Susan McDougai, but 
the money would be going to something that Bill 
Clinton and Jim McDougai had. 

They were putting Susan McDougai forward just 
as a way to get the loan? 

As a nominee -- as a nominee lender. 

Well, tell me about that.. 

Well, at the time -- what do you mean, tell you 
about that? 
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CNN : Well, : mean, the idea is that it was all scr: 

ci a secret , right, 1 mean, that ycu were 


making this loan officially to Susan McDougal. 



out you di 

an ' 

t for a moment 

think that the 


money 

was 

rea 

liv going to he 

r? 

HALE : 

No , s 

ir . 




CNN: 

Well, 

that 

' s 

what I want you 

to expand upon. 

HALE : 

Well, 

that 

' s 

just about it. 

I knew that, you 


know , 

that 

I 

had never met w 

ith Susan McDouga 


and Jim had never mentioned her name when he 
was requesting this assistance. And to me, the 
loan was going to be made in her name but it 
would be for the benefit of something that Jim 
and 3ill Clinton had. I did not knew what that 
was . 

And thus, you know, we talked about that a 
minute, we talked about -- one thing that the- 
Governor did state was that his name could net 
show up in the documents. And when he said 
that, Jim said that that had already been taken 
care of, that his name wouldn't show up 
anywhere . 

CNN: In fact, Susan McDougal ' s name was the only one 

on the documents,, although Jim was on as the -- 

HALE: He was a guarantor. 
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CNN : Ckay . 

HALE : Then during the discussion, we were discussing 

about, you know, the security for the lean, cr 
what needed to be done to satisfy the 
regulators and this sort of thing, and the 
Governor said that they could give me a 
security interest in some land in Marion 
County . 

And Jim then said that he and Susan would 
guarantee the loan and they could put up their 
financial statements, along with a financial 
statement on Madison Savings St Loan which would 
be sufficient to secure the loan. 

And I mentioned to them that Jim had -- was 
agreeing to finance seme property that I had 
that I was selling, because one of the things 
this was doing, this was depleting all the cash 
that I had in my SBIC. And at that time I 
asked him -- you know, I said something to the 
effect that, you know, "You are taking all my 
money. When is the closing going to be made on 
the sale of my property?" And he said, you 
know, "We will get that done." Now -- 
CNN: This is still that same meeting with Bill 

Clinton? 
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NBC: 

KALE : 
N3C : 

HALE : 

N3C : 

HALE: 

N3C : 

HALE: 

NBC: 

HALE: 


DAVID HALE INTERVIEW NBC (1 Of 4) 

Okay. 

Ar.d as seen as chac passed, “hey “would pay : - s 
money back. 

Shorolv afeer you wroce chis check 
Yes , sir. 

-- che $300,000.00 check chac 3iil Clincon anc 
che ochers wanced you co make 
Yes , sir. 

-- did you have anocher meecing wich chan 
Governor Clincon? 

Yeah. Ic was some weeks pasc chac, I saw che 
Governor ac a mall here in Liccle Rock, in 
Universicy Mall. I was chere 
Governor Clincon? 

Yes, sir. 

Ac a shopping mall? 

Yes, sir. 

Jusc ran inco him? 

Yes, sir. And accually, he was across che -- 
kind of across che aisle chere, and he came 
over co me and he said, "Have you heard whac 
Chac blankecy blank Susan has done?" And I 
was -- I did noc know anyching abouc cheir 
business and everyching, and I cold him, no, I 
haan'e. And I did noc know anyching abcuc 
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NBC : 
HALE : 
NBC: 
HALE : 
NBC: 
HALE : 
NBC: 

HALE : 

NBC: 

HALE: 

NBC: 
HALE: 
NBC: 
HALE : 
NBC: 

HALE: 

NBC: 


their business and “heir business operations 
So, he asked you chat question? 

Yes, sir. 

Blankecy blank, expletive, expletive? 

Right . 

And he was referring to Susan McDoucal? 

Yes, sir. 

When you said you didn't know anything about 
it, did he say anything further? 

No, no, we didn't go into it. I tola him I 
didn't know anything about their business and 
that wasn't none of my business. 

But this was partly in reference back to the 
$300,000.00 check? 

I would assume that it was. You know, I don't 
know, I cannot tell you that that's what he was 
referring to, whether it was or not. 

X see. So, just to summarize 
Yes , sir. 

-- sometime in the fall of 1985 -- 
Yes, sir. 

-- you are asked to help out some political 
friends? 

That's right. 

Make some loans? 
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NBC : 
HALE : 
NBC: 

KALE: 

N3C: 

HALE: 

NBC: 

HALE: 

NBC: 

HALE: 

NBC: 

HALE: 

NBC: 

HALE: 

NBC: 


DAVID HALE INTERVIEW NBC (1 of 4) 

them as requested by Jim McDoucai . 

How did vcu cake chat? I mean, Governor Tucker 
talked with you, Mr. McDoucai talked to you, 
Governor Clinton -- then Governor Clinton 
talked with you? 

Yes, sir. 

Asking your help? 

Yes, sir. 

Asking that loans or funds under your power be 
made? 

Yes, sir. 

Were they asking a political favor, a personal 
favor? 

Yes, sir. These people -- you know, we had ail 
been friends, and they had a problem and I was 
simply helping them out. 

So, you were old friends? 

Yes, sir. 

David Hale? 

Yes, sir. 

Bill Clinton? 

Yes, sir. 

Jim McDougal? 

Yes, sir. 

Jim Guy Tucker? 
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HALE : 
NBC: 
HALE: 
NBC: 

HALE : 

NBC: 

KALE: 

NBC : 

KALE: 

NBC: 

HALE : 

NBC: 

HALE : 

NBC : 

HALE: 

NBC: 

HALE: 

NBC : 
HALE : 


Yes, sir. 

You are cld friends? 

Yes, sir. 

Is it fair co say that you were kind of like 
back room buddies in Arkansas Democratic 
politics? 

Yes. I have been active all my life in 
Democratic politics here in Arkansas, since I 
was 18 -- actually, since I was 17. 

5c, by 1985, 1986, you were close political 

friends 

Yes , sir. 

-- with Bill Clinton? 

Yes, sir. 

And Jim Guy Tucker? 

Yes, sir. 

Jim McDoucal? 

Yes, sir. 

And they were asking you for a favor? 

Yes, sir. 

What did that favor involve? 

They had some problems and they needed the loan 
of some money, and that's what I did. 

So, Bill Clinton and the others -- 
Yes, sir. 
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'Jury saved hardest for last 


Tucker counts took up two days 


On tfie ircJde 


iCameren Caro ' 


fYJV^^I^NES 

Whitewater jurors spent th* 
last day of ddiberodoni wmtltng 
with (hm cuorDiracy chart c 
t^asx Gcv. Jim Guy Tucker Pe- 
ter* deciding to convict ±* jovir- 
nor. two juron said Wednesday. 

Celia Cnmetoa Capp, 5L wid 
he -want into ta* jury rwm with 

reasonable doubt tnat Tucker had 
conspired *y commit Cnud. But 
during 'li* !.*mt nay af defrbers* 
t*o n t other Jurora convinced Jwm 
Uut documents introduced as an- 
oaqcu proved Tuckers rn»t 


-We feund him guilty of cuu- 
^jltiC 7 beams* he had to CX> V 
becaua* he drew up He paper- 
work.* said Capp ot* I.ittle Bocl 
"R a wn* t lawyer fOt Hale; he was 
s lawyer for Mad laom * 

Juror San* Johnson Eayes, -7. 
of little Srtca Mid th* jury began 
cuusid«nng the charset apunst 
Turner cn the math of eight days 
Of dedberaacM, Johnson J»id *h« 
{bund die east UP run Tucker the 
moct camples — although ail the 
conspiracy charges war* difflcuit 
to decide. 

Sm JWY, ?sq* tOA 


s»wnCJJfciTc.?a^4a 
VMTC WUX acie vent ascue ar^ry 
1tri£pr,*g(i»rwnpwotatPio<^ 
aMZSX. ’Mite House faca wwren m 
SC So nurd iB ffM ate ocon. 

?9*&K 

IPtTQUfS f»w nuM d rare ojo nwj 
urns tttnronwqaieo tor. frosaA. 
UOfflB tor Icwr, Sura ueOauga 


TtQOOLABlpOTDi 


Juiy^r 

; • Continued Iran Page 1 A 

Ufae many jurors. Hay** said 
she did not think Hal* tu a credi- 
ble vritnoo. Nor did she feel RD. 
.Hondo tpb, a biwmts* associate of 
Tucker's, wsj credible Hayes said 
Randolph* cwmory m ihulty. 
Hayea *aid the Whitewater '.rial 
■ wKsaV ebaut witsL«*s, 

~It WQJ a docurnont a-iai,’ 

nayes said. 

Chief prosecution winta* 
David Hale ind c^deAndant 

• James McDougai wars the mal 
"Wnspin* - of the caapinuy to de- 
fraud HdDoufpl’s Xladisoa Cklix- 

i anty Savings and Lean Asnocimioo 
.and Hales Capital Man adamant 

• Services Inc. Capp said. 

T thihh Jin Guy waa rwdly an 

• innocent pawn up to a point/* 

; Capp said. Ha laid Tuckar had to 

know tha it wu wrung to fay on a 
loan appikotiOQ to Capital Man- 
agement that he'd us* the aenty 
to paint a water tower when he co- 
; tually intended to us* it fer a utili- 
ty purchase. 

**1 think OhaO may have been 
what did him io.' Cupp said. 

On Tuesday, it* jury convicted 
. Tucker of hro eounu. YfcDougal on 
; 18 counts ami McOougal's former 
wife, Susan. of four counts. Tucker 
and Jame* McDcugal were convict- 
ed of conspiring in the nud-1980* 


to defraud the government nnd two 
fi anneal mautinioBS. Susan Ye> 
Doupl was convicted of four 
counts related la % S300.0CD loan 
that wa* part of tha conspiracy. 

Capo jaid 'ha paper ml bra- 
sensed ny th* independent couruoi 
convinced him that Tucker wuj 
cuihy tn the iraufl charges related 
(o Castle Sewar and Wiser Corp. 
Hayes agreed that thw documented 
mdanca was io setmgest in tha 
Castia Swwur taunts. 

Capp said that although Dwight 
Harlan litpioo ihr ih« HW.000 
loan, it was Jim Guy Tucker who 
drew up the paperwork. 

Of tie rorom wfau have spoken 
out after the trial. Capp sas o- 
prauad most contempt for 
Hue. calling hun a liar and accue- 
a; him at po-uriug himself on the 
Ttniftut stand. 

“1 deeded I wasn't going to mice 
•way anyone 1 * freedom an the tes- 
timony of David H&ie," Capp said. 
"He'S one of the greatest con men 
whom Tv* aver seen. * 

While the jury did lot told 
Tucker a aikncs spiral hire, Capp 
said he would have IHutd to have 
beard tha governor testify. 

“I think U would have helped, 
but then 1 am act a lawyer and 
how do you jccood guess frm de- 
fense strategy. And besides, rho 
do you out on behind the president 
uf the United Scales, ~ h« said 
.\notb*r juror whn atked ‘.a re- 


main anonymous said TUdoer 
should have tesoOed. 

-Tf it was me and l Jidn'l da 
anything wrong Td want to be tie 
ftrst on* to gat up their and tell it" 
the juror said. 'Td like to hair 
what he hid to say but tint's his 
right* 

Thai sana juror *nld James Me 
Dougaia testimony provided lWe 
help for the de/ens*. 

-It might not hove helped hi* 
ease but I don't think he hurt it* 
the juror said of Junes McDougal. 

The Jury spent its Cm days de- 
veloping a dmstin* then moved 
through th« individual chute* one 
by one after they got copi« of U»« 
mdlctZMot from U.S District 
Judge George Howard Jr. The jury 
began deliberating an May Id and 
ended their dciibenuons Tues- 


day. 

By last Fnday. Crop amd jurors 
were paysically and «nod ora ally 
drained. The jury had begun a 
•vaarying dltrutrioQ ot tha conspir- 
acy chirg* against Tucker, on* of 
tha charge* cn whleh ha'd eventu- 
al^ be cOQVtcttd. 

Juror Risa Gay!* Briggs, 41 of 
North Unit Rock, shed tear* whao 
she came into the cotmroom Fri- 
day. 

-That was just the stress from 
being * wife and a mother and a 
taacoar and •varything,* Bi-bflpi 


whuL the ,’urcn oio curing acnoan 
icons but sa* oecltned '-a rrraal 
details from her note. 

Capp sud be found reasonable 
doubt that Tucttr comnuiied 
fraud in the loin to Southloop coo- 
itnctiOQ fceeaua* tier* war* not 
a no ugh documents introduced ta 
evidence to support it 

'STeryooa Lhnught he would go 
dowu on SotnhJoop. But It was not 
Southloop.’ Capp laid looked 
innf and bard <t Southloop and w* 
couldn't rvaJiy find - doemnenu- 
don and evidence; so, therefore, 
w* acquitted him.'' 

Capp aald be was dlsappoimcd 
by tie news that Tucker nad re- 
ajped aftar th* '••ardict 

"PenaonUy I think h*’s *n «♦ 
ecileri governor I ni bint h* bad 
to step down. 1 wish that badnt 
happened but in ail good Caim I 
took an oath to do tb* very ten L 
could do and ns * wool* we did.* 
With the resignation and fheng 
q maximum of 10 years a prison 
and 3SOOJJOQ in Haei. Tudwr will 
juffic mom than the other IVhit* 
water conspirator! Capp said. He 
aid that was unfair, especially giv- 
en th* sentence am to Bale. 

••I think it vm an absolute tnv- 
taty lhat Hale got lenunctd td 24 
months.* Capp «id “And tiara 
w*r* other coa»pintora as w*ll 
who got their htnda slapped but 
that was it" 
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HALS : 

CNN : 
HALS : 
CNN: 

KALS : 
CNN: 
HALS : 
CNN : 


DAVID HALE INTERVIEW CNN 11/24/93 
what happened cc ch a: money? 

I don't knew whac happened to chac money cchs r ] 
chan chac we do knew chac 5110,000.00 of chac 

j 

money went inco Whicewacer development, which 
was owned by che McDcugals and che Clir.ccns, 
and chen in turn Whicewacer development used 
che S 110, 000. 00 for a down payment cc 
Inc e mac ionai Paper on a 3550,000.00 piece of 
propercy . 

Lee me chance che subjecc, ;csc finish up here. 
Did veu feel chac Bill Clincon pressured you to 
give this money? I wane you to characcence 

I don't consider ic pressuring. Ic is jusc 
like when the Governor asks for your help, you 
3 use do ic . 

Is that why you made che loan? 

Yes, for he and Jim, ves . 

Did you know that loan was not going co be 
going according scricclv to the- letter of the 
SBIC laws? 

Yes, sir. 

So, why did you do it? 

According to the SBIC laws? 

Per che reculacicr.s, it would go co someone 
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T 41261-00001 


Michael Chertofi^ Esq. 

Special Counsel 
Senate Special Committee 
to Investigate Whitewater 
Development Corporation and 
Related Matters 
Washington, D.C. 20510-6075 

Re: David L Halt 

Gentlemen: 


Richard Ben-Veniste, Esq. 
Minority Special Counsel 
Senate Special Committee 
• to Investigate Whitewater 
Development Corporation and 
Related Matters 
Washington, D.C. 20510-6075 


On May 17, 1996, 1 received a letter from Chief Counsel Robert Giuffra requesting that 
Mr. Hale notify the Committee on or before May 23, 1996 if he did not intend to appear for his 
deposition on May 24 and for testimony at a public hearing on June 4, 1996. 

This is to inform you that based on the rights guaranteed to him by the Fifth Amendment 
to the Constitution of the United States, Mr. Hale respectfully declines to appear before your 
Committee for a deposition or pubEc testimony. As you may know, Mr. Hale has been explicitly 
threatened, in writing, with prosecution in Arkansas by Arkansas state authorities. There are 
ample bases for believing that such threats and any such prosecution would constitute retribution 
against Mr. Hale for his cooperation with the Independent Counsel. He has been advised that any 
testimony that he may give before the Special Committee may be used against him by Arkansas 
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G 18 SON. DUNN 6. CRUTCHER LLP 

Michael Chertoff| Esq. 

Richard Ben-Veniste, Esq. 

May 23, 1996 
Page 2 


prosecutors in any such future proceeding in Arkansas. Under the circumstances, Mr. Hale feels 
that he has no choice hut to avail himself to the protection afforded to him by the Constitution. 



TBO/hlv 

cc: Robert J. Giuffra, 

Chief Counsel 

Committee on Banking, Housing and Urban Affairs 
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timony under all circumstances, we find 
those cases troubling. We are not unsym- 
pathetic, nevertheless, to the concerns 
voiced by the First, Second and Eleventh 
Circuits and by the District Court here. In 
the present appeal, the record is extensive 
and the District Court’s findings are thor- 
ough as to precautions taken by the 1C to 
prevent untoward exposure or use by his 
staff. The record is clear and the findings 
are not clearly erroneous. Without signifi- 
cant exposure, the 1C could not have made 
significant nonevidentiary use, permissible 
or impermissible. Thus, even assuming 
without deciding that a prosecutor cannot 
make nonevidentiary use of immunized tes- 
timony, in the case before us the 1(3 did not 
do so. We do not reach the precise ques- 
tion, therefore, of the permissible quantum 
of nonevidentiary use by prosecutors, or 
indeed whether such use is permissible at 
all. Our concern is the use of immunized 
testimony by witnesses before the grand 
jury and at trial. 

181 We cannot agree with the District 
Court that the use of immunized testimony 
to refresh the memories of witnesses is a 
nonevidentiary matter and that therefore 
refreshment should not be subject to a 
Kustiyur hearing because “|n|o court has 
ever so required, nor did Kustiyur suggest 
anything of the kind." Kustiyur Memo, 
l>98 F.Supp. at 1114. In our view, the use of 
immunized testimony by witnesses to re- 
fresh their memories, or otherwise to focus 
their thoughts, organize their testimony, or 
alter their prior or contemporaneous state- 
ments, constitutes indirect cridcntiury not 
noncridcntiury use. This observation also 
applies to witnesses who studied, reviewed, 
or were exposed to the immunized testimo- 
ny in order to prepare themselves or others 
as witnesses. 

Strictly speaking, the term direct eviden- 
tiary use may describe only attempts by 
the prosecutors to offer the immunized tes- 
timony directly to the grand jury or trial 
jury, as by offering the testimony as an 
exhibit. Hut the testimony of other wit- 
nesses is also evidence that is to lie con- 
sidered by the grand jury or the trial jury. 
When the government puts on witnesses 


who refresh, supplement, or modify that 
evidence with compelled testimony, the 
government uses that testimony to indict 
and convict. The fact that the government 
violates the Fifth Amendment in a circu- 
itous or haphazard fashion is cold comfort 
to the citizen who has been forced to in- 
criminate himself by threat of imprison- 
ment for contempt. The stern language of 
Kastiyn r does not become lenient because 
the compelled testimony is used to form 
and alter evidence in oblique ways exclu- 
sively, or at a slight distance from the chair 
of the immunized witness. Such a looming 
constitutional infirmity cannot be dismissed 
as merely nonevidentiary. This type of use 
by witnesses is not only evidentiary in any 
meaningful sense of the term; it is at the 
core of the criminal proceeding. 

In summary, the use of immunized testi- 
mony-before the grand jury or at trial — to 
augment or refresh recollection is an evi- 
dentiary use and must be dealt with as 
such. 

2. Refreshment 

Both the trial and the grand jury pro- 
ceedings involved "a considerable number” 
of witnesses who had "their memories re- 
freshed by the immunized testimony,” 
Kustiyur Memo , (i98 F.Supp. at 312, a use 
of compelled testimony that the District 
Court treated as nonevidentiary. Id. The 
District Court suited that *‘| t Ihere is no 
way a trier of fact can determine whether 
the memories of these witnesses would be 
substantially different if it had not been 
stimulated by a bit of the immunized testi- 
mony itself” and that "there is no way of 
determining, except possibly by a trial be- 
fore the trial, whether or not any defen- 
dant was placed in a substantially worse 
position by the possible refreshment of a 
witness’ memory through such exposure." 
Id. at 314. The District Court found that 
such taint occurs in the "natural course of 
events” because "|m|emory is a mysterious 
thing that can be stirred by a shaggy dog 
or a broken promise.” Id. at 313. 

1 9. 10 1 This observation, while likely 
true, is not dispositive of the searching 
inquiry Kustiyur requires. The fact that a 
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sizable number of grand jury witnesses, 
trial witnesses, and their aides apparently 
immersed themselves in North’s immunized 
testimony leads us to doubt whether what 
is in question here is simply "stimulation” 
of memory by "a bit”, of compelled testimo- 
ny. Whether the government’s use of com- 
pelled testimony occurs in the natural 
course of events or results from an unprec- 
edented aberration is irrelevant to a citi- 
zen’s Fifth Amendment right. Kastiyar 
does not prohibit simply "a whole lot of 
use,” or “excessive use,” or "primary use” 
of compelled testimony. It prohibits " any 
use,” direct or indirect. From a prosecu- 
tor’s standpoint, an unhappy byproduct of 
the Fifth Amendment is that Kastiyar may 
very well require a trial within a trial (or a 
trial before, during, or after the trial) if 
such a proceeding is necessary for the 
court to determine whether or not the 
government has in any fashion used com- 
pelled testimony to indict or convict a de- 
fendant. 

[11] We readily understand how court 
and counsel might sigh prior to such an 
undertaking. Such a Kastigar proceeding 
could consume substantial amounts of 
time, personnel, and money, only to lead to 
the conclusion that a defendant— perhaps a 
guilty defendant — cannot be prosecuted. 
Yet the very purpose of the Fifth Amend- 
ment under these circumstances is to pre- 
vent the prosecutor from transmogrifying 
into the inquisitor, complete with that offi- 
cer's most pernicious tool — the power of 
the state to force a person to incriminate 
himself. As between the clear constitution- 
al command and the convenience of the 
government, our duty is to enforce the - 
former and discount the latter. 

[121 The District Court ruled that ”[i]f 
testimony remains truthful the refresh- 
ment itself is not an evidentiary use.” Id. 
at 314. But Kastiyar addresses "use,” not 
“truth.” ff the government uses immun- 
ized testimony to refresh the recollection of 
a witness (or to sharpen his memory or 
focus his thought) when the witness testi- 
fies before a grand jury considering the 
indictment of a citizen for acts as to which 
the citizen was forced to testify, then the 


government clearly has used the immun- 
ized testimony. Kveu if “truthfulness” 
were the focus of the Kastiyar inquiry, the 
present record does not disclose the basis 
for the determination that the testimony of 
any witness was “truthful,” nor does it 
indicate how we might review such a deter- 
mination. 

The IC attempts to meet North’s refresh- 
ment argument by relying on United 
States v. Apfelbau m, 445 U.S. 115, 124-27, 
100 S.Ct. 048, 053-55, 03 L.Ed.2d 250 
(1980), for the proposition that Kustigar 
"prohibits use [of immunized testimony] by 
the prosecution, not by others.” Brief for 
Appellee at 24. The 1C misreads Apfel- 
baum , which is concerned with how im- 
munized testimony may or may not be used 
rather than with who may or may not use 
it. In Apjelbnum, the Supreme Court stat- 
ed that it had never held that the Fifth 
Amendment precludes all use of immunized 
testimony because ”[s]uch a requirement 
would he inconsistent with the principle 
that the privilege does not extend to conse- 
quences of a noncriminal nature, such as 
threats of liability in civil suits, disgrace in 
the community, or loss of employment.” 
Apfelbautn, 445 U.S. at 125, 100 S.Ct. at 
954 (emphasis supplied). North does not 
contend that the government violated his 
Fifth Amendment right because he re- 
ceived bad press as a result of his immun- 
ized testimony, or that he has been unable 
to find employment. Rather, he protests 
that the government used his immunized 
testimony to secure his indictment and sub- 
sequent conviction as a federal felon. Be- 
cause North appeals a judgment that ap- 
parently violates his Fifth Amendment 
privilege by the imposition of criminal sanc- 
tions, we find Ap/elbaum inapplicable to 
this case. 

The IC further relies on Monroe v. Unit- 
ed States , 234 F.2d 49, 56-57 (D.C.Cir.), 
cert . denied, 352 U.S. 873, 77 S.Ct. 94. 1 
L.Ed.2d 76 (1956), for the proposition that 
recollection may be refreshed with inadmis- 
sible evidence even when the government 
violated the Fourth and Fifth Amendments 
to obtain the evidence. In Mon roe, this 
Court allowed an undercover police officer 
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June 6, 1996 


Senator Alfonse M. D' Amato, Chainnan 
Senator Paul Sarbanes, Ranking Member 
Special Committee to Investigate Whitewater 
Development Corporation and Related Matters 
United States Senate 
Washington, DC 20510-6075 

Dear Senator D* Amato and Senator Sarbanes: 


* * >*•• -•*» 
■a**"* c*u»c~c» ,««o .at, 


o»<c 

'•CCT 


T 41261-00001 


I have accepted service of subpoenas from the Special Committee directing our client, 
David Hale, to appear for deposition on June 7, 1996 and testimony on June 12, 1996. 

I have advised the Committee orally and now confirm in writing that Mr. Hale will claim 
the protection of his Constitutional privilege under the Fifth Amendment to the Constitution of 
the United States and respectfully decline to testify at deposition and at a public hearing if he is 
compelled to appear in response to the subpoenas. 

In the absence of a court order to testify and a grant of immunity as provided by Federal 
law, any testimony by Mr. Hale regarding any matters before the Special Committee may be used 
against him in some fashion in connection with an announced criminal prosecution of Mr. Hale in 
Arkansas and any other state or federal prosecution. 


611 


Senator Alfonse M. D* Amato 
Senator Paul Sarbanes 
June 6. 1996 
Page 2 


I request that the Special Committee afford Mr. Hale the courtesy that other potential 
witnesses before Congressional committees are accorded routinely of recognizing his intention of 
claiming his Constitutional privilege and excuse him from the embarrassment and adverse public 
inferences that will be associated with having to appear in person for the sole purpose of stating 
his privilege claim 


Very truly yours. 


JAM/jtf 



cc: David Hale 


WLXIJ«0J>11/1 
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MEMORANDUM 

TO: Michael Chertoff and Bob Guiffra 

FROM: Richard Ben-Veniste and Lance Cole 

RE: January Deposition Schedule 

DATE: December 27, 1995 


Last Tuesday Michael indicated that you would be providing us with a 
revised witness list and deposition schedule. We are awaiting the list and 
schedule. 

We also note that among the many subpoenas that were sent out last 
week there was no subpoena for David Hale. Do you still intend to call 
David Hale as a witness? If so, we should prepare subpoenas compelling the 
production of documents and his appearance for deposition. 

We look forward to hearing from you. 
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MEMORANDUM 

To: Michael Chertoff and Bob Giufifra 

From: Richard Ben-Veniste, Neal Kravitz and Lance Cole 

Re: David Hale Documents and Deposition Testimony 

Date: January 3, 1996 


Following our December 7, 1995 meeting in Chairman D’Amato’s office with 
Jane Sherburne and David Kendall, the Chairman asked us to work with you to 
begin the process of having David Hale appear for a deposition. At that time we 
noted that this process would take some time if the Independent Counsel objected 
to Hale’s providing testimony to the Committee (as his staff has indicated he will 
do). We have raised the Hale issue with you on several occasions since the 
December 7 meeting, but as yet you have not agreed to take any steps toward 
obtaining Hale’s documents or testimony. We had expected that a document 
subpoena for Hale would be among the "Arkansas subpoenas" you prepared at the 
end of December, but it was not. 

Yesterday we raised the Hale issue again with -Bob and Alice Fisher. In a 
departure from what we had previously understood the Chairman’s position to be, 
Bob told us yesterday that it now is an open issue whether the Majority will agree 
to subpoena Hale for a deposition in advance of public testimony, or even to 
subpoena Hale’s documents. 

We believe it is imperative that the Committee issue subpoenas to obtain 
Hale’s documents and take his deposition. We also believe it would be 
inappropriate and an abuse of the Committee’s process to have Hale appear as a 
hearing witness without first deposing him. Because any further delay may affect 
the Committee’s ability to obtain documents and testimony from Hale, we suggest 
that the Committee promptly subpoena Hale’s documents. In the cover letter to 
the document subpoena we should inform Hale’s counsel that the Committee will 
be issuing a subpoena for Hale’s deposition appearance later this month. The 
Independent Counsel should be copied on the letter to Hale’s counsel so that he 
will be on notice that we intend to depose Hale in January. 

A draft document subpoena for Hale is attached. Please look over this draft 
and let us know as soon as possible whether you will agree to proceed in this 
manner. 


Attachment 
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ATTACHMENT A 

All records, regardless of format, including, but not limited to, e-mail, 
electronic "dump files," memoranda, correspondence, notes, and records in any 
other medium, including drafts of any of the foregoing, within your possession, 
custody or control that reflect, refer or relate to the sources of funding and lending 
practices of Capital Management Services, Inc. ("CMS"), and its supervision and 
regulation by the Small Business Administration, including but not limited to: 

a. the $50,000 loan made by CMS to County Cable, Inc. in or about 
1985; 

b. the foreclosure in or about October 1985 by David Hale, or by any 
company owned, operated or controlled by David Hale, on a mortgage 
by Savers Federal Savings & Loan that Jim Guy Tucker had 
guaranteed for Dan Garner in or about 1984; 

c. any loans made by Madison Guaranty Savings & Loan Association 
("Madison") to David Hale including, but not limited to, $790,000 in 
loans in 1986 for: 

(1) a fan import company ($200,000); 

(2) a commercial lot off Cantrell Road in Little Rock 
($290,000); and 

(3) a farm in Yell County ($300,000), 

and any records that document the use of the proceeds of such loans; 

d. the $65,000 loan made by CMS to Steve Smith doing business as the 
Communications Company in or about February 1986; 

e. the $150,000 loan made by CMS to Castle Sewer, Inc. in or about 
February 1986; 

f. the $825,000 loan made by Madison to Dean Paul, Ltd. in or about 
March 1986, and any records that document the use of proceeds of 
that loan; 

g. the $300,000 loan made by CMS to Susan McDougal, doing business 
as Master Marketing, in or about April 1986, including but not 
limited to any records that document the circumstances of the making 
of that loan; 
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h. the assignment of Madison common stock to CMS by James and 
Susan McDougal in or about April 1987; 

i. the $100,000 loan made by CMS to Southloop Construction 
Corporation in or about October 1987; 

j. the $400,000 loan made by CMS to Cole Masonry in or about April 
1991 ; 

k. any transaction involving Charles Matthews, Eugene Fitzhugh or 
David Hale relating to CMS, including but not limited to the transfer 
of $800,000 from Prudential-Bache accounts to CMS in or about 
November 1988; 

l. any communication, contact or meeting involving Charles Matthews, 
Eugene Fitzhugh or David Hale relating to CMS; 

m. any sales of burial insurance or pre-paid funeral expense plans by 
David Hale; 

n. any letters, documents, or other records allegedly missing from the 
files of CMS after the seizure of those files by the Federal Bureau of 
Investigation in July 1993; and 

o. any interviews, meetings, or discussions, in person or by telephone, 
with Jeff Gerth of The New York Times, or any other reporter, 
relating to any of the matters in items (a) through (o) above. 
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MEMORANDUM 


To: 

Michael Chertoff 

From: 

Richard Ben-Veniste 

Re: 

David Hale Subpoena 

Date: 

February 14, 1996 


Last week we provided Bob Giuffra and Doug Nappi a second copy of the 
draft subpoena to David Hale that we first gave them in early January. They 
have returned a revised draft that omits several categories of documents that 
clearly are within the scope of S.Res. 120 and would further our investigation. 

The first omitted category is comprised of documents relating to certain loans to 
Jim Guy Tucker’s companies by CMS, which are "lending practices of [CMS]" as 
defined in the Resolution. The second category is comprised of documents relating 
to Hale’s interviews with Jeff Gerth or other reporters. Since those interviews 
reportedly involved the same matters we are investigating, we should obtain any 
notes of the interviews. Finally, the revised draft Doug and Bob prepared omits 
our request for documents relating to Hale’s sales of burial insurance or prepaid 
funeral expenses. This matter relates to the propriety of Paula Casey’s refusal to 
accept a plea from Hale without a proffer and an opportunity to question Hale 
about his other illegal activities (the "pig in the poke" issue that Irv Nathan and 
others testified about). This category of documents may shed light on Hale’s 
desire to avoid the requirements normally imposed upon a defendant in plea 
bargain negotiations and the propriety of the prosecutor’s determination not to 
depart from standard Department of Justice procedures. 

We have marked the subpoena attachment to add these categories of 
documents. The mark-up is attached. I strongly urge that we send this subpoena 
out today with a return date of Friday, February 23 (which is the same period of 
time that we have been giving other subpoena recipients). 


Attachment 
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MEMORANDUM 

TO: 

Michael Chertoff 

FROM: 

Richard Ben-Veniste 

RE: 

David Hale Testimony 

DATE: 

February 22, 1996 


Last Friday, February 1 6, the Committee prepared a document subpoena to 
David Hale in care of his counsel, Theodore Olson. The subpoena was served on 
Tuesday, February 20, and the return date for production of Hale’s documents is next 
Tuesday, February 27. 

As you know, for several months I have been urging the Majority to go 
forward with a document subpoena and deposition notice to Hale. Consistent with that 
position, I suggest that we now schedule Hale’s deposition for the week of February 
26. Since the fall of 1995 I have been reminding you that unless the Committee 
scheduled Hale’s deposition promptly: (1) we would not know with certainty whether 
Hale would refuse to testify; and (2) even if Hale did not assert a privilege against 
testifying, unless we scheduled his testimony sufficiently in advance of the 
Tucker/McDougal trial we would run into logistical problems. 

It has been my view, having in mind the Committee’s stated objective, inter 
alia , of vindicating the reputations of persons unfairly accused of improper conduct 
relating to Whitewater, that we should subject Hale’s allegations regarding the 
President to critical examination. Although Hale’s allegations have been widely 
publicized by reason of his willingness to meet extensively with the press, thus far, to 
my knowledge, David Hale (as compared to an actor playing the role of David Hale in 
the Little Rock mock trial reportedly staged by the Independent Counsel) has never 
been subjected to cross-examination. 

Consonant with the Committee’s stated desire to proceed expeditiously with its 
inquiry irrespective of Independent Counsel Starr’s express concerns (see the letter of 
October 2, 1995 to Kenneth W. Starr, Esq. from Chairman D’ Amato and Ranking 
Member Sarbanes), I have continued to remind you of the need to schedule Hale’s 
deposition as a prelude to his testimony in an open hearing. On December 7, 1995 
Chairman D’ Amato specifically asked me to work with you to schedule Hale’s 
testimony. Thereafter, my requests to secure Hale’s deposition were rebuffed. In 
recent weeks, you have advised me that Hale’s scheduling was being handled directly 
by the Chairman, who has consulted with both Mr. Starr and Mr. Olson on this 
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subject. You have implied that Mr. Olson has communicated Hale’s refusal to testify, 
but you have not been specific except to tell me that Olson had two Supreme Court 
arguments to prepare for. Michael, we both know that such an excuse would never be 
tolerated with respect to any other witness. Moreover, when I telephoned Mr. Olson 
to try to get his position directly, he told me he was unwilling to discuss the matter 
except with the Majority. 

As you know, I fully support the proposition that the Committee should forego 
calling a witness who represents that he will rely on a constitutional privilege not to 
testify. It is quite another thing for the witness never to be obliged to state his 
position. Michael, let me be very direct here. I am concerned the argument will be 
advanced that because Hale’s testimony has not been obtained the hearings should be 
extended. 

The Minority’s repeated (and well-documented) efforts to move the Committee 
forward on obtaining Hale's testimony demonstrate that the Committee has had 
adequate time to obtain that evidence if it had wished to do so. Were the Majority to 
argue now that not having obtained Hale's testimony is a reason to extend the 
hearings, it would be a distortion of the record of this investigation. I would be 
particularly disappointed if the Majority were to make that argument after I repeatedly 
have advised you of my concerns that Hale not be used as an excuse to extend the 
hearings. 

Please call me as soon as possible after you have had an opportunity to 
consider this matter. We should require a decision immediately from Hale as to 
whether he will assert any privilege against testifying. If he is willing to testify we 
can schedule him before February 29. 

If Hale is willing to testify, we may receive the assertion that it is now too 
close to the anticipated start of the Tucker/McDougal trial for him to testify before this 
Committee. We would then be obliged to decide, on a bipartisan basis, whether to 
demand his appearance before trial, or to forego calling Hale, recognizing that the 
substance of any testimony that he might give would be received (and tested) in the 
Tucker/McDougal trial. I want to emphasize that under any of the foregoing 
scenarios, it would be wrong to use Hale as an argument to extend the hearings. 
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ATTACHMENT A 


All records, regardless of format, including, but not limited to, e-mail, electronic 
"dump files," memoranda, correspondence, notes and records in. any other medium, 
including drafts of 'any of the forgoing, that reflect, refer or relate to: 

(a) this sources of ftinding and landing practices of Capital 
Management Services, Inc. ("Capital Management 1 '), and its supervision and 
regulation by the Small Business Administration (the "SBA"), including, but 
not limited to: 

1. any communication, contact or meeting relating to Capital 
Management involving any person, other than your personal legal 
court «al or th« Offioo of the Independent Counsel ("OIC"), including, 
but not limited to, William Jefferson Clinton, Hillary Rodham 
Clinton, any present or farmer employe o of the White House, the 
SBA, the Rose Law Pina, Mitchell, Williams, Selig, Gates & 

Woodward (tha “Mitchell Law Finn"), James Blair, Wsbstsr Hubbell, 
William Kennedy, Bruce Lindsey, James Lyons, James McDougai, 

Susan McDoug al,, or Betsy Wright; 

2. any transaction, communication, contact or meeting relating to 

Capital Management involving Charles Matthews or Eugene 
Fitzhugh; 



the $150,000 loan made by Capital Management to Castle Sewer 
& Water Corporation in or about February 1966; 

4. the $825,000 loan made by Madison Guaranty Savings & Loan 
Afloruriation or a ay affiliate, subsidiary or other entity owned or 
controlled by Madison Guaranty Savings & Loan (collectively, 
"Madison") in or about March 1986 and any records that document 
the use of the proceeds of that loan; 

5. the $300,000 loan made by Capital Management to Susan 
McDougal, doing business as Master Marketing, in or about April 
1 988, Including, but not limited to, any records that document the 
circumstances of the making of that loan, and any alleged diversions 
of proceeds to Whitewater Dcvolopmenfc Corporation ("Whitewater *0; 
or ! 


0. any letters, documents, or other records allegedly missing from the 
files of Capital Management after the seizure of those files by the 
Federal Bureau of Investigation in July 1993; or 
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tb) the open 
but not limited to:. 


[<ss> 7 .^ 

‘ w, C_ Wv s s> & 

»' *'»■>-* A r’ ' ,0 . 

ia, solvency, and regulation of Madison, including, 


J:. any communication, contact or meeting relating to Madison. 

/ involving any person, other than your personal legal counsel or the 

2 01 0( including, bat not limited to, William Jefferson Clinton, Hillary 
Ibaham Clinton, any present or former employee of Madison, the 
Thite House, the Arkansas Governor's Office or the Mitchell Law 

f Firm, Jame* Blair, William Kennedy, Bruco Lindsey, James 
Mcilougal, Susan McDougal, Betsey Wright, Stephen Smithjor Lisa 
Anspaugh; 
i 

1. the Rose Law Finn's representation of Madison; 

3 ^ I 

A. Maple Creek Farms or any related entity; 

< ^ \ 

A. Castle Grande Estates, Castle Sewer St Water Corporation or any 
^ related entity; or 


Madiaon Marketing; or 

u ■* i 

(c) the activities, investments, and tax liability of Whitewater, and. 
as related toi Whitewater, of its officers, directors, and shareholders; or 


(d) the bond underwriting contracts between Arkansas Development 
Finance Authority end Lasetar St Company. 
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MEMORANDUM 


TO: Michael Chertoft 

FROM: Richard Ben-V'emste 

RE: Majority Staff Memorandum of February 23 Regarding David Hale 

DATE: February 26. 1996 


I was disappointed by your response to my memorandum of February' 22. 

Your memorandum of February 23 does not respond to the principal point of 
my February 22 memorandum: Why did you wait three months before even sending a 
document subpoena to Hale? The Chairman stated on November 2S that he intended 
to call Hale as a witness. On December 7. after our meeting with Kenneth Starr, the 
Chairman directed the staff to work together to prepare a subpoena to Hale. On 
December 22. 26. and 27. the Majority served 13 subpoenas on parties in Arkansas -- 
including James McDougal and Jim Guy Tucker — but did not serve a subpoena on 
Hale. The Minority questioned the omission of Haie. then prepared a subpoena to 
Hale and provided it to the Majority on January 3. In our transmittal memorandum 
we noted that further delay would make it difficult to obtain Hale’s testimony before 
February 29. Still you resisted sending Hale a subpoena. 

In the meantime, the Majority engaged in discussions with Hale’s new counsel. 
The Minority w-as excluded from those discussions. It appears that Hale and his 
counsel were granted considerations that have not been extended to any other witness. 
Your reference to avoiding "the unfortunate result” of Hale asserting a Fifth 
Amendment privilege is a complete non sequitur. We will not know what privileges 
Hale will assert, if any, until we depose him. Hale’s plea agreement assures Hale that 
he will not be further prosecuted for any crimes related to Madison Guaranty Savings 
& Loan or Capital Management Services. Inc., and he is expected to testify about 
those matters at the McDougal/Tucker trial. Your refusal to pursue Hale’s testimony 
because of a speculative concern that he might assert his Fifth Amendment privilege 
simply makes no sense and leads me to believe you have other reasons for not seeking 
Hale’s testimony at this time. 

You did not send Hale a subpoena until February 20. On February 22 Hale’s 
counsel advised the Committee that all responsive documents are in the possession of 
the SBA and the Independent Counsel. Again, you appear to be giving Hale special 
treatment. You did not inquire whether Hale or his counsel maintained copies of the 
documents. Moreover, you have not sought to obtain his documents from the 
Independent Counsel, as you have done with other witnesses who provided their 
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original documents to the Independent Counsel. (See Jan. 31. 1996 letter from 
Douglas Nappi of the Majority staff to Steve Kubiatowski of the Independent Counsel 
staff, requesting copies of documents produced to the Independent Counsel by Frost £ 
Company, Charles James. Danny Ray Lasater. Robert Palmer. Yolv Redden, and Chris 
Wade.) Your continued efforts to shield Hale from the Committee’s fact-gathering 
process suggest that you are more interested in political spin than obtaining evidence. 

In addition to vour nonreplv to the central issue in the Hale matter, I must take 
strong issue with your suggestion that the Committee’s investigation has been slowed 
by the Minority’s reluctance to schedule depositions while the Committee was 
conducting public hearings. Despite the fact that the Majority has more staff and 
more support from the Banking Committee than the Minority, the Minority has 
managed to cover all the depositions the Majority has scheduled, even when 
depositions were scheduled at the same time as public hearings. In fact, it was only 
after Senator Sarbanes repeatedly urged you and Bob Giut'fra to pick up the pace of 
the depositions, and the Minority staff provided a list of proposed witnesses, that the 
Majority scheduled any depositions of Whitewater witnesses. I look forward to your 
explanation as to why the Majority did not even seek to investigate Whitewater until 
the eighth month of the Committee’s life, and then only at the insistence of the 
Minority. 

Since the fail of 1995 I have been telling you that I would not sit quietly bv if 
the timing of Hale’s testimony were to be used as a justification to extend the 
Committee’s investigation beyond the February 29. 1996 target date for conclusion. 1 
am sorry we have reached the point where my personal inquiries to you are responded 
to by the faceless "Majority Staff." and that the substance of the response cannot pass 
the "red-face test" associated with professional lawyering. 
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MEMORANDUM 


TO: 


Michael Chertoff 


FROM: 


Richard Ben-Veniste 


DATE: April 29, 1996 


RE: 


David Hale Subpoena 


As we discussed on Friday, I would like to subpoena David Hale for his hearing 
testimony, which you have scheduled for Tuesday, May 19, and for a deposition prior to his 
hearing testimony. I suggest scheduling the deposition for Monday, May 18. Since you do 
not feel that you will require a lengthy deposition examination, in light of Hale’s prior trial 
testimony, I would expect that we can complete the deposition in a day. 

I would like to emphasize, however, that we should send a subpoena to Hale 
immediately. We should not play games and wait until the last minute to subpoena him. If 
we subpoena him now, he will have plenty of time to consult with his counsel and advise the 
Committee prior to May 19 whether or not he will appear. 
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